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Its airframe service life is rated at 37, 已 00 cycles, exceeding that of competing 
airframes built to "airline standards;' In fact, it s equivalent to 140 years of typical 
use. Excessive? No, Just one of the many ways we go beyond what's required 
to do what's expected of the world's Leading maker of business aircraft ‘ 

RISE ： 


CALL US TODAY. DEMO A CITATION MUSTANG TOMORROW. 
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Feedback 


The Gates Effect terior Secretary Kenneth Salazar p 山 his 

• Re 與 rding "Teachers' Pest" (Features ， boot on their neck，Obama went search- 

July 19-July 2 扫 ）： In New York City，we ing for an a 批 to kick, and Attorney Gen- 

have made phasing out large, underper- eraJ Eric Holder threatened their execu- 

forming schools and replacing them with tives with jail. With the best intentions 

smaller, mission-driven schools a central ignored and smashed, any incentive to 

piece of our reform agenda. do what is right has been killed. And that 

A rigorous and comprehensive study message has been telegraphed to thou- 
recently released by the independent re- sandii of other CEOs* 

search group MD 区巳 shows that studeius Ed Gabriel 化 

in our new small schools were more likely St. Charles, 111. 

to be on track to graduation in tlieir first 一 

year of high school, and to stay on track. Reviving U.S. Employment 

compared with students in other high • The article by Andy Grove, "How 

schools ‘ The study also showed that our to Make an American Job" (Features, 

smalJ schools are working particularly July 5-[u!y il), was excellent. One major 

well for studen ts from traditionally dis- factor in pushing jobs overseas is that we 

advantaged groups, including black and have some of the highest corporate tax 

Hispanic students, special education stu- rates in the world. Many developing cuun- 

denLs, students learning Englisti, and stu- tries eager for jobs and knowhow are of- 

dents entering high school with low per- bring much lower rates 化 at are often ef- 

formance levels. This progress came in fectively zero. If anything, corporate taxes 

no small part thanks to the crucial fund- should be done away with-justas all com 

mg and support the Bill & Melinda Gates panies are ultimately owned by individu- 

Foundadon provided, als, all company taxes are ultimately paid 

Joel K Klein by individuals. Let the individual tax code 

Chancellor be the primary way 阳 collect and redis- 

New York City Department of Education tribute income, and we wi]l do a much 

better job retaining our golden geese. 

No Way to Retire Chris Waldorf 

• [ was appaHed by the arrogance of Seattle 
Teresa Ghilarducci CTll Say [t Again ： 

Dump the 40Kk}," Focus on Retirement, • Grove's analysis of what it takes to 

July 1 江 July 25). Her piece is basically ad- create a tech job was trenchant. But put- 

vocatlng another brand of Obama so- ting all the other details aside, casts drive 

ciahsm. Who in their right mind would decisions regaj ■出 ngwherecommo 出 dzed 

want to enroll in a retirement plan whose products are made. If America wants maii- 

incomc conies from the soon-to-be- ufacturing jobs, cither high-tech or low, 

worthless U.S, Treasury bonds? removing impediments to productivity is 

Justin P. Yagoobian what's needed. An example of what hap- 

Beverly Hills, Calif. pens when productivity gets too low is the 

nearly complete loss of agricultural jobs 
Washington and the Big Spill in my own state in recent decades. Lanai, 

• In response to "The Lost Summer" nicknamed the Pineapple IsJe, grows no 

(Features, July !2-July IS )： BP was com- pineapples anymore ： The high cost of 

mitted to making people whole until In- unionized farm labor in Hawaii coupled 


Corrections & Clarifications 

◎ Due to an editing error Teachers' Pest" 
(Features, July 19-July 25) mistakenly said the 
Gates Foundation is 山 [ 1 址 09 outside evafualions of 
the common curriculum standards 咕 the Thom 曰 s 
B. Ford ham Institute in Washington and the state 
board of education " The story should have said: 

I by the Thomas B. Ford ham institute in Washington 
and the Massachusetts Business Alliance for 
Education/* 
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with the union-protectionist Jones Act 
{making shipping costs prohibitive) ended 
Jar 洪 -scaJc! fanning on Lanai and nearly 
everywhere else in Hawaii. 

Mich 壯 1P. Rethman 
Kaneohe, Hawaii 

The Pet erson Crusade Refined 

• "Spending Big to Stop Big Spending" 
{Politic 泌 Policy, July 5-JuJy 11) incorrect¬ 
ly implies that Pete Peterson opposes the 
potential extension of unemployment 
benefits. The Peter G. Peterson Founda¬ 
tion does not endorse or oppose specific 
legislation, although we do beJieve that 
unemployment insurance is critically 
important for American families espe¬ 
cially during a recession. The article was 
also inaccurate in its suggestion that Mr. 
Peterson applauded the 枯 ilure of Presi¬ 
dent ObaiTia at the Group of 20 meeting 
to “persuade his European counterparts 
-.，to maintain economic sdinulus pro- 
grams." Pete and the Foundation strong 
ly believe that short-term economic stim¬ 
ulus to help create jobs and spur growth 
can and should go hand-in-hand with the 
development of a plan to address Amcri- 
站 5 long-term stmc 山 ml deficits. 

Loretta Ucelli 

Vice-President of Communications and 
Public Affairs 

Peter G. Peterson Foundation 

A Scary School of Thought 

• Many of these behavioral economists 
("A Beachhead for the Behavioralists " 
Polltics&Policy, June 28-Juiy 4) arc fright¬ 
ening! Perhaps some people reaJly believe 
government should run everything ， but, 
hopefuily, reason will prevail、and these 
behavioral economists will be shown the 
door. Maybe they can get jobs in Venezu¬ 
ela or Cuba. 

John O'Sullivan 
South Plainfield, N-J- 


Letters to the Editor can be sent by 
e-mail, fax. or regular mail. They should 
include address, phone number(s), 
and e-mail address if available. 
Connections with the subject of the letter 
should be disclosed, and we reserve the 
right to edit for sense ， style, and space. 
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Opening Remarks 




After You, Mr. Prime Minister 


As the world slides toward a 
double dip, the pressure for fiscal 
austerity increases. Obama is 
lucky that Cameron is going to 
cutfirstBy Mark Gilbert 


For such charisimticguys, Barack Obama 
and David Cameron make an awfully 
chilly pair. At the first White House news 
conference between the American Pres¬ 
ident and British Prime Minister, their 
divisions ran deeper than whether beer 
should be served warm or cold, Camer¬ 
on acknowledged the legitimacy of U.S. 
anger over BP’s oil catastrophe while 
defending the company's right to life. 
(Obama wants to keep BP alive, too—so 
he can extract cleanup costs.) Obama 
praised Cameron^s condemnation of the 
Scottish Parliament's decision to free 
Lockerbie bomber Abdel Basset Ali Al- 
Megrahi, but in tones that suggested the 
U.K. still has a long way to go to make 
amemds. Their real flash point, though, 
concerns economic priorities. 

Obama，widely seen as governing 
from the left, is struggling in the polls 


because of it. Cameron will remain Brit¬ 
ish Prime Minister only so long as he 
can reconcile his right-wing instincts 
with the more centrist approach of his 
Libera] Democrat coalition partners. Yet 
both are coming to the same realization ： 
Plugging their economies into the life- 
support system of central bank liquid¬ 
ity and massive government stimulus 
packages was the easy part. The tough 
question is how long their governments 
should stand in for a private sector too 
nervous about the future to invest and 
hire. With the world economy threaten¬ 
ing to slide into a double-dip recession, 
both the U.S. and the UJC are neverthe¬ 
less talking about fiscal austerity. The 
only good news for Obama is that Cam¬ 
eron is going first. 

If his nerve holds, Cameron is about to 
embark upon an unprecedented exper¬ 
iment. He has told government depart¬ 
ments to brace for spending cuts of as 
much as 40 percent as he seeks to shrink 
both the U.ICs record budget deficit and 
a public sector that now accounts for 
nearly 20 percent of all U.K. jobs. 

With the biggest deficit among Group 
of Seven nations and the worst loom¬ 


ing shortfall in Europe this year accord¬ 
ing to European Union forecasts, the 
U.K. doesn't want to be the next Greece. 
Less than a minute into a June 22 budget 
speech，Chancellor of the Exchequer 
Geoi'ge Osborne suggested that bond vigi¬ 
lantes are driving U.K. economic policy, 
"Questions that were asked about the li¬ 
quidity and solvency of banking systems 
are now being asked of the liquidity and 
solvency of some of the governments that 
stand behind those banks/" he said. "I do 
not want those questions ever to be asked 
of this country." 

Most governments, with apologies to 
Saint Augustine, would offer a prayer 
to "make me austere, but not yet," As 
Marco Annunziata，the chief economist 
at UniCredit Group in London, puts it; 
"The austerity debate is now not about 
whether fiscal tightening in advanced 
economies is necessary, but on when it 
should begin in earnest/’ 

That’s why policymakers around the 
world will be watching Britain-espedal- 
ly those at the Federal Reserve, which is 
not yet ready to follow Osborne's lead. 
The Fed’s colors are still tied to the 
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mast of maintaining stimulus and keep¬ 
ing borrowing costs as close to zero as 
possible. At its June 22-23 meeting, the 
Fed said it would even "need to consider 
whether further policy stimulus might 
become appropriate if the outlook were 
to worsen appreciably/" 

Fed Chairman Ben Bemanke is con¬ 
cerned that what John Maynard Keynes 
dubbed the paradox of thrift may kick 
in if austerity packages are adopted too 
swiftly and severely. The 20th century 
British economist, whose work provid¬ 
ed much of the blueprint 21st century 
governments used to drag their coun¬ 
tries out of recession, argued that while 
it makes sense for one or two constitu¬ 
ents of a community to save prudently, 
growth collapses if all of the members si- 
iiiiiJtaneously abstain from spending. Too 
many governments curbing spending and 
raising taxes in paral!el would snuff out 
the nascent recovery. 

Asked about the U.K/s austerity 
plans with Cameron at his side，Obama 
sounded reliably Keynesian, repeat¬ 
ing a warning he had delivered to the 
Group of 20 nations in April: The 
world, he said, cannot rely on "an eco¬ 
nomic model in which the U.S. bor¬ 
rows, consumers in the U.S. borrow* we 
take out home equity loans, we run up 
credit cards to purchase goods from all 
around the world. We cannot alone be 
the economic engine for the rest of the 
world's growth/" No wonder Obama de¬ 


livered the line "we speak a common 
language most of the time" without dis¬ 
cernible humor. 

He knows that neither the Ameri¬ 
can nor the British consumer is ready 
to spend. Consunier confidence has 
dipped, slumping in July to its lowest 
level in a year in the U.S. and worse 
than even the most pessimistic forecast 
of economists. Confidence in Britain is 
at a six-month low. The housing market 
remains petrified in both nations. With- 
out an improvement in consumer trust, 
government aid can't be removed with¬ 
out risking a relapse. 

Vet that is Cameron's plan. He has a 
window of opportunity to pash it through 
by claiming to be cleaning 叩 the mess 
left by Gordon Brown’s administration 
(just as Obama blames George W. Bush 
every chance he gets). U.K. government 
employees, Jong willing to accept lower 
wages in return for job security and lu¬ 
crative pensions, are horrified at the ax 
heading their way. The Office for Budget 
Responsibility, a unit created by Came 阳 n 
to give spin-free assessments of the econ¬ 
omy, is predicting 610,000job cuts in the 
public sector during the next five years- 
ii percent of the total public workforce. 
That would leave 4,92 million workers 
on the government payrol] out of a total 
of 30 million employed Britam. With so 
many job cuts, Cameron could find him¬ 
self coping with strike action on a scale 
not seen since Mar 糾 ret Thatcher neu¬ 


tered the nation’s private-sector unions. 

The banking industry ， meanwhile, is 
crying foal at the prospect of bonus caps 
and a top income-tax rate that will climb 
to 50 percent from 40 percent. Threats 
to leave for Switzerland may prove more 
than empty, 

Cameron ， though, has only detailed 
about half of his planned spending cuts, 
leaving mast of the electorate in the dark 
about where 化 e ax will fall and his co¬ 
alition partners nervous about their 
reelection prospects once tlieir constitu¬ 
ents recognize the Faustian pact they’ve 
made in exchange for a handful of min- 
isterial positions. 

To have any chance at success, hell 
have to keep Deputy Prime Mini 別灯 Nick 
Clegg，whose Liberal Democrats have 
enough ParJiamentary seats to hold the 
balance of power, on his side. But Clegg, 
who agreed to Cameron’s icy austerity 
plan over the objections of many Ub Dem 
members, has seen his support among 
voters slump by five percentage points, to 
16 percent, since the budget details were 
released, according to polls by ICM Re- 
search and You Gov, Sixty percent of re¬ 
spondents opposed plans to increase the 
U.IC sales tax to 20 percent 厅 oin 17 ,日 per¬ 
cent, the ICM survey showed. 

The path Cameron is charting is so 
arduous，and public opposition is likely 
to become so intense，that rating agency 
Standard & Poor’s isn't convinced he can 
deliver and has even said it may cut the 
U.K.'s credit rating. ''A number of large 
and politically challenging spending de¬ 
cisions are still to be made," it said on 
July 12. 'There is still a material risk that 
the UJCs net general government debt 
burden may approach a level incompat- 
ible with the 'AAA* rating." 

The rating agencies have been work¬ 
ing their way through the list of profli¬ 
gate EU governments in recent months, 
starting with the worst offender, Greece ， 
and then cutting the credit grades of 
other indebted nations, including Ire¬ 
land, Portugal, and Spain. If Cameron 
blinks, the U.K. may be next. If he forges 
ahead, there is a real chance that Britain 
returns to a recession. Neither scenario 
is cheery-and neither is beyond imagin¬ 
ing for the US. Which is why Obama, as 
he thinks long and hard about whether to 
embrace austerity or risk the embarrass¬ 
ment of the U.S, losing its AAA rating, is 
already adopting another durable British 
invention ： the stiff upper lip. 0 


Consumer Confidence in Britain and Am 色 lica 

After bouncing back from the depths ot the crash, contdence has fallen again 
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The Uncertainty Principle; 
Not Sure? Don，t Spend 


► Doubts about new regulation and the fate of the economy have corporations playing it safe 

► "Ifs time for policymakers to—give some certainty to businesspeople" 


Nicholas Bloom, an associate profes¬ 
sor of economics at Stanford University 
and a former adviser to Britain's Trea¬ 
sury, specializes in the study ofhistori- 
cal freakouLs. He has examined 17 major 
evenLs-from the Cuban missile crisis to 
Black Monday in 1987 to September 11 
and the fal3 of Lehman Brothers-and 
tracked their impact on companies" 
spending in the months that followed. 
Each event Bloom looked at created 


major doubts in the minds of executives 
about what to do next. Says Bloom: "The 
optimal response to uncertainty if you’re 
a firm is to do nothing，but if everyone 
does nothing, the economy tanks." 

That realization has made Bloom opti¬ 
mistic about the global economy. "All my 
money is in the stack market，" says the 
academic. While heightened insecurity 
can depress growth as companies put o 斤 
investment and hiring, says Bloom, the 


effect is only temporary. Output and em- 
ployment bounce backaii anxiety wanes, 
he explains. His conclusion echoes re¬ 
search published in 1980 by Federal Re¬ 
serve Chairman Ben S. Bernanke when 
he taught at Stanford. The "resolution of 
uncertainty，" Bernanke wrote, can lead 
to ‘‘an investment boom'，by buiiin 似狀， 
The question is when will the uncer¬ 
tainty clear and the investment 
boom predicted in 艮 loom’s papers 
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get under way. Not everyone is as opti¬ 
mistic as Bloom. Larry Kantor, head of 
research at Barclays Capital in New York, 
compares the current environment with 
the malaise of the 1970s, when investors 
didn't believe government officials couJd 
whip inflation, "It's going to be difficult 
to sustain a bull market, because there^s 
a lack of full confidence in policymakers 
to get it right" says Kantor 

[n the US., banks are unsure how 
much extra capital 化 gala 化化 will re¬ 
quire them to set aside. Power compa¬ 
nies are waiting to see if the government 
caps carbon emissions, and human re¬ 
sources departments are still calculating 
the 亡 osts of the 10-year health-care over¬ 
haul Congress passed in March. A big 
unknown is the 枯化 of former President 
George W. Bush's tax cuts on personal 
income, capital 辩 ins，and 出 vidends ， 
which expire in 肛 nuary unless Congress 
extend 占 them. The midterm elections 
could affect all these issues, yet "none of 
us knows whether Republicans are going 
to have moderate success, significant 
success, or historic success，" says Wil¬ 
liam Lane, Washington director for con¬ 
struction-equipment maker Caterpillar, 
Outside the US,, many compa¬ 
nies are waiting to see how Europe's 
sovereign debt crisis will play out. No 
one knows whether China's real estate 
market is headed for a meltdown. In¬ 
vestors arc wondering if any new gov- 


"It’s going to bedifficult 
tosustain a bull market, 
because there'salack of full 
confidence in policymakers" 

ernment can reduce Japan’s enormous 
budget deficit. As Fed Chairman Ber- 
nanke told the Senate Banking 加 "mh- 
tee on July 21, "the economic outlook 
remains unusually uncertain" 

While waiting for the fog to HR, 
companies are following Bloom’s 
model and playing it safe. U.S. corpo¬ 
rations had $1 ，貞 4 trillion in cash and 
other hq 山 d assets at the end of the 
first quarter, up 26 percent from the 
previous year, according to the Fed¬ 
eral Reserve. Japanese businesses held 
$2—3 trillion in currency and deposits 
on their balance sheets as of Mar ‘ 31, 
the most since the Bank of Japan began 
compiling quarterly data in 1997, 
Uncertainty about the new finan¬ 
cial regulations is the "most important" 
reason for delaying a hike in JPMorgan 
Chase's dividend. Chief Executive Of¬ 
ficer Jamie Dimon said to reporters on 
June 29. Chairman and CEO Howard 
Levine told analysts on July 7 that Family 
Dollar Stores' earnings outlook is cloud¬ 
ed by "what the government is going to 
do in terms of taxes for the wealthy, ben¬ 
efits for tha unemployed." Private-sector 


payrolls in the US. rose only 糾 ,00 日 In 
June, less than the 110,000 gain econo¬ 
mists polled by Bloomberg News had 
predicted. Says Mark Zandi，chief econo¬ 
mist at New York-based M 加 dy’s Analyt¬ 
ics: "ft，s now time for policymakers to... 
give some certainty to businesspeople so 
they will go out and hire.” 

Companies won’t get total clarity any¬ 
time soon. Figuring our the ramifications 
of die financial regulation bil] passed 
by Congress will take months. Britain's 
ruling coalition of Tori 紙 and Liberal 
Democrats has a bold plan to cut the 
deficit, yet decisions on which programs 
get the ax won't become dear until Octo¬ 
ber Some big issues, however, could get 
resolved more quickly. The one Bloom 
has focused on is Europe’s sovereign 
debt crisis. The region’s regulators have 
carried out stress tests on their banks 
to see how the institutions would fare 
if the euro zone’s debt troubles were to 
intensify. Should the results convince in¬ 
vestors that the banks can handle more 
fallout, that good news could help *1n 
eliminating an enormous overhang over 
growth,” says Raghuram Rajan, a former 
IntemadonaJ Monetary Fund chief 
economist who teaches at the University 
of Chicago. Any good news is welcome. 
— By Rich Miller and Simon Ketmedy 

The bottom tine The uncertainty 枯 c/ng companies is 
reminiscent of the 1970b. Wh 飢 the stWat 虹 n become 占 
clearer, companies shoM 占估计 investing. 


Real Estate 

Where Property Prices Stiil Hold Up 

Home prices in Asian cities，along with some Nor 出亡 locations, rose sign 祀 candy in the first quarter 
from the year before ‘ While prices eased just 0.23 percent in the U‘S.，they continued to fall in 
much of Europe. —Chris Prentice 


Prices aren't 
flagghng on Hong 
Kong’s Peak, a 
Hot spot since 
cotantal days 


Foreigners 
buying combos in 
the seaside city 
of Tel Aviv are 
bolstering prices 


Change in the first quarter from year before, adjusted for inflation 
Gained Lost 
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in Ireland 
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Consumer Price 毎 

For India's Singh^ 

A Tough Inflation Puzzle 

► Food and fuel prices jump ： The 
poor suffer, and milk costs plenty 

► Prices were "supposed to come 
down by now，' 

In mid-July 山 e Gujarat Gooperative MiJk 
Marketing Federation, an [n 边 an dairy 
products maker，raised milk prices in 
New Delhi by as much as 4.2<l；a liter, 
to almost G4<t. The increa.se has a real 
impact on the city's poor, who scrape by 
on as little as $2 a day. And the govem- 
iiient of Prime Minister Manmohan Singh 
is indirectly responsible ： Singh is trying 
to lower India's budget deficit — it’s at a 
16-year high-and has started to roll back 
$5,5 billion in subsidies for gasoline and 
diesel. With gas prices suddenly higher ， 
it，s a lot more expensive to run a fleet of 
milk trucks- " We were left with no choice 
but to hike prices as transportation costs 
have jumped，" says R,S. Sodhi, the mi5k 
co-op's chairman. 

This should have been a good 
summer for Singh. The economy will 
probably grow more than S.5 percent 
in 2010, much better than last year’s 
6.5 percent. The Prime Minister no 
longer needs the two big communist par¬ 
ties in his coalition to pass legislation, 
so he can push market-friendly reforms 
such as the elimination of fuel subsidies, 
which cat up 2‘S percent of the budget. 

Yet the spec 比 t of inflation is haunt¬ 
ing Singh's government. The benchmark 
wholesale price index jumped 10.5 per¬ 
cent in June from the year before, after 
a 10.1 percent gain in May. Consumer 
prices paid by industrial and farm work¬ 
ers in In 出 a are increasing at almost 
14 percent annually, the highest among 
17 countries tracked by Bloomberg in 
the Asia-Pacific region. In the long run 
the fuel price increase will encourage 
companies to ase energy more efficient¬ 
ly. For this year ， though，the price hike 
wiH add about a percentage point to 
wholesale inflation, according to the Re¬ 
serve Bank of India, the central bank. 

Two other factors are driving infla¬ 
tion. Food prices jumped after 2009，s 
disastrous monsaon resulted in poor 
harvesto of rice, lentiJs, and sugar. The 



revival of the industrial economy has cre¬ 
ated bottlenecks in the supply chain even 
as the mid 址 c class buys more cars, ap¬ 
parel, and other goods. "I’ve never seen 
such a time when we had to struggle so 
hard to make ends meet/' says Shweta 
Kapoor，a housewife haggling over 
vegetables with a vendor in Faridabad 
township near New Delhi. "You name it, 
every tiling has become expensive/* 

Singh is under attack for not con¬ 
taining the situation. "Why didn't you 
release more grains in the market to 
reduce the impact of the drought?" ex¬ 
central bank governor Bimaljalan asks 



"Will there be less credit? I so. I hope 
there will be less subprime loans. I hope 
there wiU be le 姑 credit default swaps. 

Don 、 p 说 pie understand ttiat unrestricted 


credit without any 


bad 

of the problem?" 

—— Rep, Barney Frar 
(D-Mass,)> speaking 
about the financial 
regulation bill 



Amount India’s 
wholesale price 
index rose from 
June to June, 
hurting Singh 


rhetorically in a Bloomberg interview. 
The government keeps stores of grain 
and meat for emergencies ： "They could 
have done a good job making it avail¬ 
able；" says D-K. Aggarwal，chairman of 
New Delhi-based fund manager SMC. 
The opposition Bharatiya Janata Party 
organized a nationwide strike on July 5 
when Singh reduced the fuel subsi 出 es. 

Reserve Bank of India Governor Duv- 
vuri Subbarao has reversed last year's 
loose money policy and raised rates 
three times since March, to 5,5 per¬ 
cent "They still have more work to do，" 
says Brian Jackson, an emerging mar¬ 
kets strategist at Royal Bank of Canada 
in Hong Kong. Subbarao wants to curb 
prices without strangling the recovery- 
a tough trick to pull off. "We heard in¬ 
flation will come down by March, then 
April," saysjalan, who ran the central 
bank between 1997 and 2003. "It was 
supposed to come down by now." 

Singh's government is calling on Sub¬ 
barao to get tough. Montek Singh Ahlu- 
walia, deputy chairman of the powerful 
Planning Commi 战 ion, said recently the 
central bank should make "whatever ad- 
jiLstments it feels nece 反 sary," as inflation 
above 10 percent is "not acceptable." An¬ 
other rate hike is expected when 
the central bank meets on July 27 ‘ 
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Singh and Subbarao are both count¬ 
ing on lower food prices by September, 
when the harvest starts to come in，The 
2010 monsoon season is off to a better 
start. If food prices don’t abate, infla¬ 
tion could settle in and require major 
tightening by the central bank to bring 
it under control. That would endanger 
growth—and weaken Singh's govern¬ 
ment. When milk prices go up, voters 
take note. 一 Kartik Goyal 

The bottom tme infiation is becoming 旦 ma 砂 pollticst 
and economic issue in India. Food prices 互階 largely to 
blame, and the centrst bank is underpressure to act 


Fiscal Policy 

Why the Pain in Spain 
Will Get Worse 


► Lavish spending by regional 
governments adds to its fiscal woes 

► "They hired a iot of public servants 
that they cannot fire" 

Tourists strolling Las Ramblas or gawk¬ 
ing at Antoni Gau 出 ’s fendftii cathedral 
may not notice anything amiss. But be¬ 
neath the streets of Barcelona, work on 
an $8.4 billion expansion of the city's 
subway system has slowed since Catala- 
nia's regional government cut spending 
on the project by a third this year 

Even as Spain imposes austerity mea¬ 
sures to slash its deficit, a fiscal crisis 
is brewing in the coun 杠 y，s 17 regions, 
which spend almost double what the 
national government does. After lavish¬ 
ing funds on everything from theme 
parks to orchestras during a decade- 
long boom ， Spain's local and regional 
governments have nearly $200 billion 
in debt wWe have to cut our budget by 
almost 13 percent next year，" says Rosa 
_ Rodriguez, deputy 


$200 

BILLION 


finance minister for 
the Canary [stands. 
"It’s very difficult/" 
Regional govern- 
meiits have agreed 
to a 5 percent re¬ 
duction in salaries 


The debt owed 
by Spain's local 
and regional 
governments 


and a promise to 
replace only 10 per¬ 
cent of retiring em¬ 
ployees. Yet "they 
may have to cut 


deeper" says Standard & Poor’s analyst 
Myriani Fernandez de Heredia. With 
Spain's economy forecast to shrink 
0.3 percent this year，she warns that tax 
revenues may fall short of projections. 

Spain’s regional and local govern¬ 
ments are turning to the debt markets 
to raise some $57 billion this year, far 
more than their counterparts in any 
European country except Germany. 
While German states can borrow cheap¬ 
ly, thanks to their top-notch credit rat¬ 
ings, at least 12 of Spain's regions have 
suffered recent downgrades. Investors 
now demand 3.3 percent for Catalonia's 
12-month debt, more than a full per¬ 
centage point higher than what theyil 
accept for Spam's sovereign bills. That's 
about triple the difference in 2007. 

More than most European countries, 
Spain has ceded power to regional gov¬ 
ernments. They finance most education 
and health care as well as other social 
initiatives. Spending on such programs 
has increased even as regional tax rev¬ 
enues have shriveled by almost 9 per¬ 
cent over the past two years. During the 
boom，regions spent lavishly on proj¬ 
ects such as Terra Mitica, a theme park 
in the Valencia region that features rep¬ 
licas of the Minotaur’s labyrinth and an 
Egyptian pyramid. The park, 22 percent 
owned by the regional government, 
doesn’t disclose its finances, but oppo¬ 
sition politicians say it has lost 索 350 mil¬ 
lion since opening in 2000. 

Adding to their budget woes, re¬ 
gions have created public companies 
and foundations to finance every¬ 
thing from stadiums to medical re¬ 
search. The number of such entities 
has grown to more than 2,000 from 
about 500 over the past decade. An¬ 
dalusia, one of Spain’s poorest regions, 
spends $3.9 million a year on a founda¬ 
tion to promote "peace ， dialogue, and 
reconciliation through music/" while 
Madrid’s regiona] government has an 
agency that provides services to people 
from the capital who are living abroad. 
"There was an expansion of spending 
all around," says Angel de la Fuente, 
an economist at the National Research 
CounciFs Institute of Economic: Analy¬ 
sis. "And they hired a Jot of public ser¬ 
vants that they cannot fire." — Carol 
Matlack end Ewm 口 Ro 期 -Thomas 

«■ h I - ■•4. HI- . 

TfiG bottort} fine Spain's regions oufsp 白 nd the 
national government fwo f 口 one, 倍 avingiv 互 nyof them 
tn dtre fiscai strm 化这 s tax revenues shrivel. 



Tourism 

Japan ： Mandarin 
Spoken Here 

►^Visitors from China may soon be 
Japan’s top tourists 

► Chinese "buy one thing after 
another without a second thought" 

Tokyo's Akihabara neighborhood, a 
warren of narrow streets and store¬ 
fronts selling every conceivable elec¬ 
tronic gadget, is a perennial attraction 
for visitors to Japan. While it’s common 
to hear a mishmash of foreign languag¬ 
es among the Japanese voices, Manda¬ 
rin has lately become a growing part of 
the mix. "My favorite brand is Sony be¬ 
cause it"s the most 拉 mous，。says Na She, 
a 42-year-old from China’s Hubei prov¬ 
ince who spent about $1,000 for a Sony 
camera. "The latest models are hard to 
find in my town /， 
















Chinese visitors to Japan may soon 
outnumber tourists from any other coun¬ 
try. Visits from Ghiiia grew by 0.6 per¬ 
cent, to 1 million last year，while those 
from South Korea dropped by 33 per¬ 
cent, to L6 million, and Taiwanese were 
down 26 percent, to just over 1 million, 
according to the Japan National Tourism 
Organization. The Japanese Foreign Af'- 
fairs Ministry expects China's numbers 
to soar to 10 millian annually in coming 
years bccauije of relaxed visa rules for 
Chinese that went into effect on July L 
The Chinese are also the biggest 
spenders，dropping an average of 
$1,300 per trip, vs. $340 for Koreans 
and $280 for Americans，according to 
the tourism organization. If the yuan 
strengthens，that spending gap could 
widen. "Ghinese people have a strong 
brand consciousness, and the curren¬ 
cy's appreciation would make overseas 
brands more appealing，。says Yoshino- 
bu Uehara, who oversees an $830 mil¬ 
lion China-focused fund at Sumitomo 
Mitsui Asset Management. 


Akihabara, which started as a black 
market after World War "，is on the itin¬ 
erary for more than 40 percent of Chi¬ 
nese visitors to Japan, according to the 
Akihabara Tourism Promotion Assn. 
Electronics giant Sony has printed up 
Chinese-Ianguage maps of Akihabara to 
steer inainlanders to the coolest shops 
(especially those selling Sony goods, of 
course). Yamacia Denki, Japan's biggest 
electronics retailer, has hired 100 Manda¬ 
rin or Cantonese speakers. Laox ， a Japa¬ 
nese ek 订 ronics chain controlled by Chi¬ 
nese companies, expects customers from 
the mainland to triple next year because 
of the easier visa rules. The company is 
talking with hotel operators and travel 
agencies about offering Chinese tourists 
discounts. Says Hajime ICikuchi, a direc¬ 
tor in Laox’s business planning section ： 
Chinese "buy one thing after another 
without a second thought." 

— Mariko 拘 w and Maki Shiraki 


The bottom line Chitiese tourists to Japan may 
soon outnumber visitors from anj/ other country^ and 
旦 b 旦 rs's gadget se/ters are ready for them, 
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The Recovery 

The Economy is 
A Two-Headed Beast 

► If it's tech, it's hot. Consumer 
brands are another story 

► "Being premium-priced is certainly 
not the strategy [to] pursue" 

Intel C：hief Executive Officer Paul S. 
Otellini told investors on July 13 that he 
is sedng "renewed economic momen¬ 
tum/^ A day later. Yum! Brands Chief 
Financial Officer Richard T. Carucci pre¬ 
dicted "suiitained unemployment and a 
concerned LLS- consumer；" 

The contrasting views illustrate the 
two-speed recovery ： Production oflmsi- 
ncss equipment has increased 5 percent 
this year throughjiine, while output of 
coniiumer goods has risen just 0,2 per¬ 
cent, Federal Reserve data show. The 
likes of Intel, Microsoft, and Oracle are 
benefiting as companies replace outmod¬ 
ed equipment and software. Meanwhile, 
Yum，which owns KFC, Taco Bell, and 
Pizza Hut, and toymaker l^attei are lag¬ 
ging as the 9.5 percent jobless rate takes 
its toll on consumers. 

The stock market has picked up 
on the two-speed theme. Since April, 
PowerShares QQQ, an exchange-traded 
fund that mimics the tech-heavy Nasdaq 
100 Index, has outpaced the SPDR S&P 
Retail ETF, which includes retail stocks 
such as AmazQti.com and Best Buy. On 
its own, the pickup in business spend¬ 
ing is not enough to rev up the econo¬ 
my; it’s houiiehold demand that makes 
up 70 percent of U.S. gross domestic 
product. So in June，Fed policymakers 
trimmed their forecast for U.S. growth 
this year to 3 percent from 3.5 percent 
and pledged to keep interest rates near 
zero, "Policymakers noted that firms’ 
investment in equipment and software 
had advanced rapidly oflate, ，， accord¬ 
ing to minutes of the June 22-23 meeting. 
"The rise in coiLsumer spending slowed 
in recent months after a brisk increase in 
the first quarter," 

Another brisk increase doesn’t seem 
likely soon. Confidence among U.S. con¬ 
sumers tumbled in July to the lowest 
level in a year, according to the Thom¬ 
son Reuters/University of Michi¬ 
gan index of consumer sentiment 
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KFC and other 
chains are 
feeling the pain 
as consumers 
cut spending 


released on July 16 ： 

A record low share 
of Americans ex¬ 
pected their in¬ 
comes to rise in the 
next 12 months. 

No surprise, then, 
that Yuni’s restau¬ 
rants felt the pain, 
with the company's 
net income slid¬ 
ing 6 percent, to 
$286 million, in the 
second quarter. One bright spot: Yum’s 
$10 value pizzas have been a "huge hit," 
CEO David C, Novak said on a conference 
call. ''Being premium-priced in 附 s] en¬ 
vironment Is certainly not the strategy 
anyone can pursue," he added. Shoppers 
are forgoing plastic, too ： Citigroup re¬ 
ported use of its cards dropped 7 percent 
in the second quarter. 

Companies catering to consumers 
are watching expenditures dosdy. As a 
res 山 t, inventories rose just 0.1 percent 
in May, the smallest gain this year. "1 
don't think anybody is building invento¬ 
ries in anticipation of renewed consum¬ 
er spending," Mattel CEO Robert Eckert 
said in a conference call on July 16. 

- — Steve M 口 Khews and Anthony Feld 

The bottom fine A two-tiered recovery is under i^ay 
as business buys n&w equipment and consumers 
hotd back. The resuft fS slower growth 


Jobs 

Houston, We Have 
Career Liftoff 


► The Texas efty tops a ranking of the 
best places for new grads 

► Instead of "'Who's your daddy?'... 
here it% 'What's your idea?"’ 

Take that. New York! For recent college 
graduates hunching a career, Houston 
is the American city with the best mix 
of job openings, pay，and affordability. 
Rounding out the top five in Bloomberg 
Businessweek"^ second annuaJ ranking of 
the best places for new grads are Wash¬ 
ington, Dallas, Atlanta, and Austin. The 
list of 30 cities was culled from more 
than 3,500 municipalities based on un- 
employinent rates, the number of em¬ 
ployers posting on job search website 


AfterCollege.com, average pay, and the 
cost of living. 

This year, 13 of the top 30 are new, 
and five of the newcomers are in Texas ， 
reflecting the strength of the oi3 indus¬ 
try (for the full list ： businessweekxom/ 
go/lO/newgrad), Several cities near the 
top of last year’s list didn't make the 
cut, including No. 1 Indianapolis and 
No, 7 Chicago. Even in cities that fared 
well, the number of employers in hiring 
mode feiL In 2009, Phoenix was No. 2, 
with 190 employers posting jobs on Al- 
terColiege. This year it's N 任 19, with 31 
companies lisring openings. "The class¬ 
es of2009 and 2010 are now compet¬ 
ing for the same jobs，" says AfterCoJlege 
Chief Executive Officer Roberto Angulo. 
''Internships are going to graduates in¬ 
stead of those who are still in school" 

Houston companies have created 
31,000 positions since January, includ¬ 
ing i0,800 i 打 May, according to the 
Greater Houston Partnership, a business 
advocacy group. ThatS a result of a new 
startup culture that's taking hold, says 
Je 汗 Moseley，the group’s president. "In 
some parts, it’s, 'Who’s your daddy?’ 
and 'Where'd you go to school?’" says 
Moseley. "Here it ， s ， 'What's your idea 
and how can we make money ?， 〜 

In second-place Washington，the 
federal government’s expansion has 
created both public- and private-sector 
jobs, and new grads are drawn by the 
area’s diverse population, internatiDn- 
a1 atmosphere, and good universities. 
Over the past decade，the region added 
almost 300,000 jobs, though growth has 
slowed in the past year or two, says Jim 
Dinegar, president of the Greater Wash¬ 
ington Board of Trade, a basiness group. 
"We 伯 not recession-proof,"" Dinegar 
says, "but we're somewhat insulated/' © 
— Fnmce 匪故 Megllo 

The bottom One With its tow cost of ttving and 31,000 
newjobs added since January, Houston offers recent 
graduates opportunity on a 邮如扣 



Tom Keene’s 
EconoChat 

Tom talks with John Makin 
of the American Enterprise 
Institute about tax holidays, 
stimulus，and deflation. 


John, you say we*ve gone from 
acute to chronic crisis. What do 
you mean by that? 

We threw a lot of stimulus at the 
acute crisis in 2008, 2009. We got a 
nice bounce, but die bounce seems to 
be waning. 

Should we have just done 
more stimulus? 

1 think we could have designed it a 
lot be 订灯 - Spending $800 billion on 
what amounts to congressional pork Is 
probably not the best way to go. What 
1 and others pushed for was a one-year 
payroll-tax holiday for both employ¬ 
ers and employees. Remember, the 
payroll tax is a tax on hiring labor. So if 
you give employers a year o 化 they’re 
basically going to be more inclined 
to add workers or less inciined to lay 
workers off because the cost of keep¬ 
ing people on the payroll has been re¬ 
duced. It seems like a great idea to me. 

Consumers are so frightened, 
they are paying down debt and 
not spending. That could lead to 
deflation. Why should we fear 
deflation? 

Deflation is a condition where prices 
are falling. The big danger is that it re¬ 
inforces people not to spend, and at 
a time when we have a lot of excess 
capacity, it can become dynamically 
unstable. That is J spend less, prices 
fall faster, and I spend even less. So 
in Japan you have deflation running 
about 2 percent* The problem with 
deflation is that once it takes hold, it 
tends to accelerate, and it’s a very dan¬ 
gerous contractionary force. © 


m 


Keene hosts Bloomberg 
Siirveillan 枕 7-10 a jru, U30AM 
in New York, XM129, Sirius 。抹 
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i lF IT WAS SIMPLY 

ABOUT MONEY, 

EVERY BANK LOAN WOULD BE A GUARANTEE OF SUCCESS. 

At GE Capital, loaning money is the start of the relatioriship. Not the end. We provide exclusive financing 
for 1,400 independent Polaris dealers across the country. Providing financing means providing life to 
these dealers. Sut it has to be about more than money. WeYe out there helping Polaris identify new 
markets, go deeper into existing ones. IVe been working with Polaris for 26 years. It's pretty simple 
mcjlih - GE Capita! succeeds only if Polaris succeeds* Course, it also helps that I love to ride!" 



imcgination at work 


gecapital.com/polaris 











Celebrating over 70 years of saving people money 
on car insurance, and a 97 % customei' satisfaction I'ate ， 
He may look serious, but he^s smiling inside* 

From the day we first opened our doors in 1936, GEICO has been saving people money on car 
insurance. Of course, the Geckow hasn’t been working nearly that long，but he’s certainly been helping 
establish GEICO as the nation’s fastest-growing auto insurer He's doing a nice job, with over three million 
drivers switching to GEICO last year. Others have noticed ， too. Recently, a leading insurance analyst gave 
us their highest rating for financial strength，So if saving hundreds on car insurance sounds good to you, 
just call, go online or stop by your local GEICO office. The Gecko will be happy to help* 
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Tarred Anadarko 


► CEO Hackett could do no wrong—until he partnered with B P 

► Costs may "grind the whole company pretty much to a halt" 


james T. Hackett, chief executive offi¬ 
cer of Anadarko Petroleum, thought 
he was making a routine decision when 
he decided to buy a 25 percent share 
of BP’S Macondo well last December. 
Anadarko was already a partner with 
BP in the nearby Pompano platform, 
which would pump the oil to shore. So 
developing a new field nearby made 
good economic sense. The well looked 
relatively simple, and Hackett says he 
had no reason to doubt the capabili¬ 
ties of BP, one of the world's most ex¬ 
perienced deepwater drillers. "This is 
something that, with any kind of rea¬ 
sonable practices, should have been 
able to be drilled without a problem," 
he said in an interview at Houston's 
River Oaks Country Club. 

But in the oil industry^ even the 
easy jobs are high risk. On Apr. 20, the 


Deepwater Horizon rig drilling the well 
was rocked by an explosion and later 
sank in the Gulf of Mexico. Sudden¬ 
ly, everything changed for Anadarko. 
Under Hackett, the company had 
grown from a laggard to a star among 
mediam-sized oil and gas players. His 
strategy: super-charging Anadarko\s 
reliable oil and gas production on the 
U.S. mainland with successful wildcat 
exploration in the deep waters of the 
Gulf of Mexico, and off West Africa and 
Brazil. That appetite for risk turned An¬ 
adarko into one of the premier oil ex¬ 
ploration companies. 

Now Anadarko's ambitious growth 
plans and perhaps its existence are 
threatened. Unless it can find a way out, 
its share of cleanup costs, fines, and vic¬ 
tims' claims could easily add up to bil¬ 
lions of dollars. Analysts say obligations 


that large are likely to put a crimp on 
the investment capital needed to meet 
Hackett*s 7 percent to 9 percent annual 
production growth targets. 

Anadarko, based in The Wood¬ 
lands, Tex.，has a market value of about 
$23 bUHon—down more than $13 billion 
since Apr. 20—and had $3.7 billion in 
cash as of Mar. 31， Some estimates put 
total spill-related costs at as much as 
$60 bil]mn, meaning Anadarko's share 
wouJd be $15 billion, assuming it had to 
pay 25 percent. That sort of tab "would 
grind the whole company pretty much 
to a halt fora while," says Philip Dodge, 
an analyst at Tuohy Brothers. 

Anadarko’s predicament could turn 
into a watershed event for the oil and 
gas business. Exploration companies 
drilling in ILS. waters and elsewhere 
have assumed their drilling exper¬ 
tise minimized risks. Instead, it has 
become clear since the well blow¬ 
out and subsequent spill that BP and 
Its partners 枯 ce huge liabilities they 
never anticipated. 

Companies such as Anadarko have 
fueled the push into frontier areas from 
the deepwater of the Gulf of Mexico to 
offshore West Africa, where Anadarko 
owns 23 .扫 percent of the massive Ju¬ 
bilee discovery，estimated to hold as 
much as a billion barrels of oil* If the 
consequences of the Gulf spill end 
up endangering An 过 darkt/s financial 
health, however, that could scare away 
other independent oil companies from 
pursuing the kind of lucrative-but-risky 
drilling that led to the BP spill. 

Hackett says he still believes deep¬ 
water drilling can be done safely. After 
staying mum for two months, he Jashed 
out on June 18, blaming the accident on 
BP’S lapses. He said the oil giant’s ac¬ 
tions *iikely represent gross negligence 
or willful misconduct.*" Anadarko also 
has refused to pay a charge of $272 mil¬ 
lion that BP has billed the company 
for its share of the cleanup costs. The 
spill had nothing to do with Anadarko ， 
Hackett said, and was "caused by bad 
decisions on the rig floor and bad ad¬ 
herence to technical advice," 

BP has fired back，saying the co¬ 
owners of the Macondo well, which 
also includes a unit of Japan’s Mitsui 
Oil Exploration, were hardly in the 
dark about what was going on' In feet 
they "were involved in approv¬ 
ing certain key decisions relating 
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to the well，，，including its design, BP 
said in a statement. Mite 山印 I’s MOEX 
Offshore 2007, which owns a 10 percent 
stake in Macondo, says it's reviewing 
BP’S claims and is withholding reim¬ 
bursement to BP of expenses other than 
costs not related to the incident. 

BP’S well design has been criticized 
by some engineers and other oil com¬ 
pany executives as inadequate fora 
deepwater well like Macondo, which 
was drilled in a field known for high 
pressures. "If 阳 seen that, I would have 
asked my company's drilling engineers 
to explain to me why we Ye doing it this 
way，because it doesn’t look right," says 
Don Van Nicuwenhuisc% director of pe¬ 
troleum geoscience programs at the 
University of Houston. 

John Brock，an Anadarko sharehold¬ 
er and the former chairman of Ocean 
Energy, a company that merged 


with one run by Hackett in the 1990s, 
says the BP-Anadarko spat will likely 
change oil industry practices concern¬ 
ing oversight of jointly owned well 
projects. For years, a project’s opera¬ 
tor has made decisions, "and you just 
don’t look over his shouJder that close- 
ly，’，Brock says. Anadarko likely saw an 
attractive prospect in owning a piece 
of Macondo without having to get its 
engineering people fully involved, he 
says. "They got enough fires going an 
in their own house to take care of to 
think about that." 

Fadel Gheit, an Oppenheimer an¬ 
alyst who lauds Hackett，s business 
skill, says he believes Hackett's very 
public dispute with BP should have 
been handled privately. "You’re in 
a car crash, and you’re fighting with 
one another," he said. "Let’s try to 
get out of the 出 tch first before we say 


who's to blame for putting us in this 
出 tch-" Arthur Berman, a geologist 
who worked for Amoco until it was 
acquired by BP，says Hackett^s attack 
might be part of a legal strategy. The 
joint operating agreement between BP 
and Anadarko call 占 for disputes to be 
resolved through arbitration, which 
should be faster and cheaper than 
going tD court. BP and Anadarko also 
could reach a settlement. 

Until the Gulf spill, Hackett, a Har¬ 
vard MBA, had been an oil industry 
star who always seemed to make the 
right move. "He is one of the best guys 
out there," says Paul Anderson, a BP 
board member and former CEO ofBHP 
Billiton. Anderson hired Hackett as 
his potential successor as CEO in the 
mid-1990s at pipeline company PanEn - 
ergy. After PanEnergy was acquired 
by what’s now Duke Energy, Hack- 
ett le 托 to run Seagull Energy in 1998. 
Less than three months later he agreed 
to merge his new roost with Ocean 
Energy. Even then，Hackett figured 
there was money to be made in the 
deep waters of the Gulf of Mexico and 
off Africa, and he pushed his company 
to increase its presence there ‘ "It was a 
high-risk, high-reward sort of strategy, 
and it worked because he got the right 
people,。says John S 加】 ler, a former 
Ocean executive. 

When Hackett took the job at An¬ 
adarko in 2003, the company was 
missing its financial targets and was 
rumored to be a takeover prospect. 
After quickly righting the ship, Hack¬ 
ett announced his boldest moves ： The 
$21 billion takeovers of Kerr-McGee 
and Western Gas Resources in 2006, 
which added deepwater properties 
in the Gulf of Mexico and natural-gas 
fields in the Rocky Mountain region. 
Some investors panned the moves 
early on. Yet rising oil prices helped 
the deals pay off, and Hackc 托 ’s repu¬ 
tation soared. "He’s taken a company 
that is midsized and really turned it 
almost into a junior major；' says Bruce 
Bullock, director of the Maguire Energy 
Institute at Southern Methodist Uni¬ 
versity's Cox School of Business. Now 
Hackett jiLst has to keep it that way. 

— Edward Klump 口 nd Stanley Reed 

The bottom tine Ansidstrko CEO Hackett used rt&ky 
exploration fo buiid hts oil company. Now f 扣 BP spHI 
r 记 ks Amdafto’s future. 
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Drilling Slows as Gulf Moratorium Holds 

The deepwater drilling ban following the BP oil spill has 
idled many oil and gas rigs in the Gulf of Mexico (below). 
Some drillers are sending their rigs elsewhere，and 
thousands of workers are likely to lose their jobs, 

— Zachary Tracer 
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Retailing 

As Seen on TV—And Sold at Your Local Store 


At a recent 
TeleBrands casting 
call 阳 ore than 45 
inventors showed 
up. Here are some 
of the products 
they pitched. 


► Infomeroial goods move from late- 
night television to retailers' shelves 

► The ads are "the movie trailer 
before the product hits stores" 

At 5 aji}. on a hot July morning, more 
than 4 日 inventors from as far away as 
Texas and California descended on the 
Fairfield (NJ.) offices of AJ Khubani, the 
"InfbmerciaJ King" and chief cxecu- 
rive ofTeleBrands. Armed with props 
such as air mattresses and even a kitch¬ 
en sink, the would-be-Thomas E 出 sons 
prepared to pitch products, including 
mtital-free flatware，an ultraviolet sneak¬ 
er deodorizer, and a zip-lackable trash 
bag. The dream ： that their invention will 
become the next PedEgg. 

TeleBrands has used its "As Seen on 
TV" marketing machine to sell more 
than 35 million of the little gizmos used 
to smooth rough feet. Such products 
may be cheap, but they're big busi¬ 
ness ； sales generated by infomercials, 
or direct-response TV marketing as it's 
formally known, are expected to rise 
almost 30 percent, to a record $174 bil¬ 
lion, by 2014, according to Yoram 
Wurmser of Direct Marketing Assn, 

One reason for the big uptick ： Goods 
touted in infomercials are increasingly 
moving onto the shelves of big retail¬ 
ers such as CVS Caremark and Target. 
Rather than just enticing viewers to pick 
up the phone and order from a tcleniar- 
keting center, the often schlocky TV ads 
now are used to build the brand before 
goods are sold at retailers or online. 
"They're the movie 杠 ailer before the 
product hits stores," Khubani says. 

More than 90 percent of TeleBrands" 
sales now come from major retailers. 
Drugstore giant CVS says "As See 打 on 
TV" products constitute one of their 
largest general merchandise categories, 
and it displays a new item each month 
at the end of an aisle-prime retail rcaJ 
estate- Those items had double-digit 
sales growth in the last three years, ac¬ 
cording to Erin Pensa, a CVS spokesper¬ 
son. Target has expanded its assortment 
of infoincrciaMiawked products in the 
last two years and has logged strong 



Roger Escamilla 


The Rinse and 
Recycle Station is a 
別 nk ， 別 de device lhai 
uses high-pressure wa ‘ 
ter to clean used cans 
and bottles, making 
recycling easier. 



Todd Fithiaii 

The Handle Pro lops 
any brwrrHike han 山 u 
with a rounded ,*iuriaoc 
估 make sweeping, 
shoveling, and digging 
easier. 



Shayquita Rogers 

The Rogers 
Ironing Solution is s 
heaopmof cover that 
attaches to an iron after 
use to protect against 
bums. 



Dennis Rolleri 


SuperSanders is a dry 
wall vacuum attach- 
mem that sucks up 
plaster as you smooth 
down your wall, reduc¬ 
ing cleanup dim. 



Donna C 你谢 land 

Magnet*? conned 
Lwo sides of the Split 
Decision Blanket, so 
a spouse who wakes up 
hot can easily remove 
his or her side with 
ease. 



Vito Labbate and 
son Christopher 


Atier sweeping 叩 the 
kitchen floor，the Snap 
’n Vac sucks up dirt, 
so you don't have to 
search tor 旦 dusi pan. 



growth in the past IS months, says 
spokesperson Tara Schlosser. 

Atlstar Products Group-thc maker 
of the ubiquitous Snuggic% ba^sically a 
blanket with sleeves-has seen sales 
move from 50 percent at retail to more 
than 80 percent in the last three years. 
Allstar has sold more than 20 million 
Snuggles, which enjoy a culMikc status. 
Comedian jimmy Fallon has donned one 
on his late-night show, and it has been 
featured in many YouTube videos. Snug¬ 
gle pub crawls have been staged in San 
Francisco and Knoxville, Tenn. 

Traditional advertisers "can't ignore 
finfomercials] anymore. Before they 
saw it as camival-y/" says Allstar CEO 
Scott Boilen. "You can、ignore the Ped 
Egg, and the Topsy Turvy [Tomato 
Planter]" which grows tomatoes upside 
down and has been snapped up by 
some iO million customers. 

Large companies are taking notice. 
Tim Hawthorne, founder of Hawthorne 


Direct, an infomercial ad agency, said 
he recently helped a Fortune 500 client 
increase retail sales by 100 percent after 
an infomercial aired fora !0-yearo!d 
product* Companies can o 肝 en recoup 
advertising dollars even by selling a lim¬ 
ited number of items, he says. 

That’s because ad rates for short in¬ 
fomercials are cheap—as litde as 串 40 
for a two-minute spot on a small cable 
station. Infomercial marketers got a 
boast during the recession as tradi¬ 
tional TV advertisers pulled back, leav¬ 
ing some broadcasters with unsold air 
time. They filled it whh bargain-rate in¬ 
fomercials that ran multiple times. The 
added exposure helped TeleBrands log 
record 2009 sales, "We just happened 
to be at the right place at the right 
time," Khubani says. 

Marketers are scrambling for more 
products to peddle. Khubani looks for 
gadgets that solve common prob¬ 
lems, sell for between $9.99 and 
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$19.99, and make people think, "Why 
didn’t 1 think of that?，，He can spot a pos¬ 
sible product "in about a minute/* 

At the periodic [nventor Day compc- 
titioiLS that he’s started at TeleBrands, 
inspired by A 打 leriran Idot, entrepre¬ 
neurs whose written proposals sound 
intriguing get four minutes more than 
that for their pitches. Rather than use 
Madison Avenue-style focus groups, 
Khubani relies on his own gai and a 
panel of judges that includes his wife of 
24 years, Poonam, and a recent addi- 
tion-his son’s math tutor. 

—— Matt Robinson 


The bottom line AHe 厂 of pitching kitchen 

gadgets and closet organizers on late-night TV, the 
infomercist business is going bricks- 百 nd-mortar. 


Media 

Marc Bell: Porn’s Man in 
The Gray Flannel Suit 

► The FriendFinder CEO wants to 
add Playboy to his adult empire 

► "We're the natural acquirer 
because we... have the platform" 

There is very little about Marc H. Bell 
that suggestJ the sex business kingpin 
lurking within, Bdl does not wear pinky 
rings or keep his shirts unbuttoned to 
reveal chest hair and gold chains. Nor 
does he work in smoking jackets and silk 
pajamas. Bespectacled and buttoned- 
down in conservative business suits, 

Bell is a graduate of Babson College and 
a member of the board of trustees at 
New York University, where he earned 
an MBA. In an interview, he described 
him 化 ] f as "a family man with children." 

The family of brands at FriendFinder 
Networks, where the 42-year-old Bell 
is chief executive officer, includes an 
array of adult properties such as Pent¬ 
house and websites like adukfriend- 
findercom and bondagexom. Now Bell 
wants to buy one of the most famous 
names in adult entertainnient ： Playboy 
Enterprises. He has bid $210 million to 
buy the Chicago-based publisher of the 
magazine that became a symbol of the 
sexual revolution during the Sixties and 
Seventies but has struggled to remain 
relevan t m an age of hard-core pornog¬ 
raphy and sexuality served in digital 



Bell sees value 
where others 
see irrefevance 
tn an age of 
digital pom 


bytes. 

Bell says Friend¬ 
Finder, which ear¬ 
lier this year tried 
to go public, owiLs 
3 曰 ,000 websites 
with a vast social 
networking pres¬ 
ence and affiliate 
partnerships with 
a 打 other 200,000 
sites. Together they 
a 订 ract 140 million 

unique visitors each month. Bell says he 
would immediately place the Playboy 
brand on the affiliate network, which 
would push that traffic to 円 ayboy’s digi¬ 
tal content. 

"We can have a massive impact on 
Playboy's online presence，" he says. 
are the natura] acquirer because we’re 
the only ones who have the platform. 
Well have huge synergies and the ability 
to do great things with this from day one/" 

Standing firmly in the way of Bell’s 
desire to absorb the Playboy brand is 
Hugh Hefner, who founded Playboy in 
1953 and now controls 70 percent of the 
conipan 庐 Class A voting shares and 28 
percent of the Class B nonvoting stock. 
Hefner, at age 84, put Playboy's status in 
Jlux on July 12 with an offer to take the 
company private in a buyout valued at 
索 185 million. 

Bell, who submitted his competing 
bid two days later, refuses to say if he 
has heard from Heftier. He has asked the 
Playboy board for a meeting. Hefrier's 
only public response to Bell's offer has 
come via Twitter, where he regularly 
comments on the daily activity at the 
Playboy mansion in Los Angeles. "Pent- 
hoase really isn't in the picture/' Hefner 
tweeted. "Fni buying, not selling." 

FriendFinder, based in Boca Raton, 
Fla., lost money in 2006, 2007, 2008, 
and for the first nine months of2009, 
according to Securities 及 Exchange 
Commi 紀 ion filings. The company has 
$500 million m debt，much of it owed 
to 白 eU，his business partner, real estate 
investor Daniel C. Staton, and two asso¬ 
ciates. Bel] said he will fund the Playboy 
purchase by taking on another $150 mil¬ 
lion of debt, FriendFinder also has 
$30 niillion in cash and, if needed, Bell 
says he and Staton can personally cover 
the balance. FriendFinder^ combined 
with Playboy, would have about $150 mil¬ 
lion in annual cash flow, Bdl says, "This 


is very easily bankable. And we may just 
be the bank." 

FriendFinder this year postponed an 
initial public offering that was planned 
to raise 叩 to 串 240 million, according to 
SEC filings. The company wanted to sell 
a 49 percent stake to pay down debt* 

Bell said the IPO was cancelled because 
the market was weak at the time, and 
that a buyout of Playboy won’t affect 
plans for a future offering. "When the 
market is right ， we’ll go again,。he says. 

Through his Marc Beil Capital Part- 
ners, Bel 】 is an investor in restaurants, 
nightclubs, films, and Broadway shows. 
He has Tony Awards for putting on The 
Producers and Hainpray. He built the 
Web hosting company Gfobix and sold 
a large share of his stake before the 
company filed for bankruptcy in 2002. 
Bell and Staton bought Penthouse out 
of bankruptcy for $52Triilllon in 2004, 
and in 2007 they paid $500 million to 
purchase 伯 nous, which included net¬ 
working site AdultFrjendFinder.coni. 

While others have said that Playboy's 
demise is due to the proliferation of 
hard-core adult content, Beil says there's 
value in owning adult brands that people 
aren't embarrassed to be a.ssociated 
with. He concedes that his Playboy bid 
will likely succeed only if Hefner cancels 
his own bid and joins Bell in a partner¬ 
ship. He wants Hefner to remain as edito¬ 
rial director of Playboy magazine and has 
made it clear to Heftier that he can con¬ 
tinue to live in the company's 30-room 
mansion. Explains Bell，who has a man¬ 
sion of his own: "1 would never move 
into a smaller house*" —Brett Pulley 

The bottom line FriendFinder Networks CEO Marc 
Be ft wsnts to put Playboy content on hts ontinQ 
piatform— He just needs Hugh Hefner fo go 。化 ng. 


Quoted 


"We're not going to kill him. 

We just want to talk to him." 

—— Sumner Redstone* chairman of CBS 
and Viacom, explaining tn a voice mail 
to a reporter why be 
needed the name of the 
source of a Daily Beast 
story discussing 
Redstone's interest iji 
pushing MTV to do a 
show on the girl grou 
Electric Barbarellas 
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Video Games 

GameStop Suits Up 
To Battle New Rivals 



► The retailer is trying to bulk up 
through acquisitions 


► "If they don’t act now, ultimately it 
puts them out of business" 

GameStop is a fast-growing retail chain 
specializing in sales of entertainment 
software, where users often battle to 
the death. Now it、fighting for its own 
survival. Within weeks, consumer-elec¬ 
tronics retailer Best Buy hopes to take a 
hammer to GameStop’s highly profitable 
used-games business by launching a sim¬ 
ilar service. Meanwhile, Electronic Arts, 
Take-Two Interactive, and other game 
developers are expanding digital deliv¬ 
ery of add-ons，which are mini-sequels 
to games, reducing the need for people 
to visit GameStop's stores. "If they don’t 
act now, ultimately it puts them out of 
business，" says games analyst Michael 
Pachter ofWedbiish Morgan Securides- 
Chief Executive Officer]. Paul Raines 
says GameStop can repel such threats. To 
emurc that the Grapevine 爪 x,)-b 化 ed 
retailer remains a premier destination 
for gamers, Raines has been adding to 
his network of 6, 日 00 stores and upgrad¬ 
ing flagships into high-tech outlets with 
touch-screen kiosks where customers 
can browse the store catalog and pods 
where they can test-drive games. In 
November, GameStop purchased Jolt 
Online Gaining for an undisclosed sum 
and agreed to invest at least $22 million 
in game development over two years. 
"The video game indiiiitry is evolving 
into different platfomiii beyond the con¬ 
sole, and GameStop is well positioned as 
a multichannel retailer and aggregator 
for all things gaming，’’ says Raines. 

The specialty chain’s investors aren’t 
as confident it will survive the 
transition. Sales have tripled since 



2010 


Berlin - city of science* 

In 2010, the spotlight in Berlin is on the 
spirit of research. The city ha 百 a long tradi¬ 
tion of productive exchange between R&D, 
business and politics that has made it 
Germany’s "Capital of Science/' This year, 
Berlin is hosting 1,000 events, celebrating 
7 major anniversaries and paying tribute to 
350 years of scientific innovation. 

For more information, 
please visit: 

www.wi5senschaftberlin20i0.de 

www.berlin-sciences.com 



be open, be free, be berlin ， 
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2006, to $9.1 billion, with much of the 
growth coming from used games, which 
now account for 27 percent of all reve¬ 
nues. Gamers trade in old titles for store 
credit and the company then resells each 
game for nearly twice as much，Best Buy 
plans to one-up GameStop by letting 
customers exchange old games for gift 
cards that can be used 的 purchase iiier- 
ciiandise at any of its stores. GameStopS 
shares fell as much as 9.5 percent during 
intra-day trading on June 15, the day Best 
Buy announced the move. 

GameStop executives say they aren’t 
concerned. Teens and young adults look¬ 
ing to trade in their games often come to 
GameStop because it is close to home， 
while many Best Buys are located in 
more distant mails, says Bob McKenzie, 
senior vice-president for merchandising. 
McKenzie also believes Best Buy will be 
hard-pressed to replicate his stores’ cus¬ 
tomer experience: " We respect Best Buy, 
but because we area specialty re 枯化 r 
that focuses solely on gaming, people 
really value coming in and talking to our 
associates." Best Buy's Chris Homd 扫 ter, 
senior vice-president for entertainment, 
responds that gamers will be drawn to 
the wide assortment of products at the 
company’s 700-plus stores. "Consumers 
are looking for alternatives,^ he says. 

If Best Buy were the only threat to 
GameStop's gaming empire it would 
have less to be concerned about. But Dke 
Blockbuster and M 讨 ly wood Video, 
GameStop has been struggling to adjust 
to the shift to online sales of games and 
other content. It also faces a revolt from 
game publishers, who derive no benefit 
from sales of used games. To counter the 
trend, developers now include one-time- 
use coupons for downloadable content 
and upgrades to reward people who pur¬ 
chase a new game. People who buy used 
games from GameStop or elsewhere 
must pay an extra $10 or more for the 
same goodies. That can boost the price of 
the used game to more than that of a new 
one. "1 化 dear publishers will continue 
to combat used-game sales, likely taking 
more aggressive tactics in the future/， 
saidjanco Partners analyst Mike Hickey 
in a research note in June . 

Raines believes the used-gam 亡 
business wiU keep growing but says 
GameStop is on the hunt for acquisitions 
that will help solidify his digital strategy. 
Media and entertainment analyst Tony 
Wibleatjanney Montgomery Scon fig¬ 


ures targets could include OnLive, a Palo 
Alto (Calif.)-based startup that streams 
games through broadband, Bellevue 
(Wash.Vbascd Valve's Steam online 
game platform, which has about 2 mil¬ 
lion members, and French digital distri¬ 
bution company M 舶 boli，which owns 
U.S.-based download service GameTap. 

With its light debt load and free-cash 
flow, GameStop has the luxury to shop 
around. Those same assets could turn 
the company into an attractive takeover 
target itself. That's one reason the stock 
has been on a roller-coaster ride this 
year. One potential suitor is the same guy 
looking to cat GameStop's lunch： Best 
Buy. —CliffEdwards 

The bottom fine 1/Wfh 旦 powerful new competitor tn 
Best Buy，the 的 deo-gatve miaHer GameStop 挺 racing 
to build up its digital offerings. 


IWming 

A China Miner 
In a Heap of Trouble 

Regulators investigate e big gold 
and copper producer over pollution 

► "It's not like five to 10 years ago"" 
Now, neglect must be repaid" 

Until recently, Zijin Mining Group, much 
like the Chinese economy, was on a roll. 
Sales have grown 6S-foldin the past 
decade. Zijin became the mainland's 
largest publicly traded gold producer, 
a major supplier of copper, and had big 


international growth plans. Then came 
a leak of 2,4 milHon gallons of aci 出 c 
copper waste from Zijm’s flagship mine 
in Fujian province in early July that re* 
suited in a polluted river, almost 2,000 
metric tons of poisoned fish {enough to 
have fed 72,000 people fora year), and 
a probe by Chinese regulators into the 
timing of the disclosure of the mishap. 

Now, Zijin may iind its growth sty¬ 
mied. "For the next one or two years, 
the company will have to focus on 
cleaning up，and their expansion plans 
in and out of China may be put on a 
backburner," said Helen Lau, a Hong 
Kong-based analyst at UOB Kay Hian, 
Zijin Chairman Chen jinghe planned to 
make two major overseas acquisitions 
this year after buying $200 million of 
Swiss commodity trader Glencore In- 
ternationaFs convertible notes. 

Jinghe delayed disclosing the leak 
at its biggest mine, Zijinshan, for nine 
days, prompting the government probe. 
Waste water containing acidic copper 
seeped into the Ting River on July 3 
from its plant at Zijinshan mine，the 
company said on July 12, Z 啡 n had ini¬ 
tially blamed rains for the leakage near 
Shanghang county，where about Haifa 
miilion people Jive. The Fujian-based 
company was cited for seven environ- 
mentai violations last year. 

Zijin's already weakened stock price 
plunged 12 percent the day after it an¬ 
nounced the leak. (The shares have 
dropped about 37 percent in Hong 
帖 ng and 41 percent in Shanghai this 
year.) Company officials are trying to 
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In brief 


to rethink our corporate values and im¬ 
prove management/" spokesman Zhao 
Jugang said in an interview. "We should 
make continued investments in envi¬ 
ronment and safety measures. This is 
a big lesson for Zijin/，He said the com¬ 
pany plans to invest 200 million yuan 
($30 million) within a year on environ- 
nientaJ and risk measures. 

Zijin ""focused too much on expan¬ 
sion and neglected efforts on internal 
management，risk control, and the en¬ 
vironment,says Yi Yangfang, invest¬ 
ment director at GF Fund Management, 
The Fujian government earlier diis year 
delayed approval ofZijin's $480 million 
purchase of Australia's IndophtI Re¬ 
sources for three months. In June，Zijin 
canceled the deal, which would have 
given 化 a stake in Southeast Asia's largest 
untapped copper and gold deposit. The 
delay "indicates an awkward relation¬ 
ship with the local guvemmentr says 
Leo Gao, who helps oversee $600 mil¬ 
lion at APS Asset Management in Shang¬ 
hai. "The company，^ low-cost, old 
mining methods pose huge environ¬ 
mental risks. It’s like a sword hanging 
over their head." 

Chairman Chen decided to use Icach- 
mg, which generates cyanide waste, to 
extract metal at the Zijinshan mine be¬ 
cause only 0.3 grams of gold can be ob¬ 
tained from each ton of the mine's very 
low-grade ort It costs only 60 yuan 
to produce a gram of gold at the mine, 
compared with 110 yuan at rivals', ac¬ 
cording to Zijin. 

The company shut iLs copper smelter, 
where the leak occurred, and doesn't 
know when it will reopen, spokesman 
Zhao said, Beijing may make an exam¬ 
ple of Zijin as it seeks to highlight a more 
serious stance toward environmental 
issues, Bank of America Merrill Lynch 
said in a July 12 report. Beijing has or¬ 
dered the ciosure of polluting plants and 
issued new standards for steelmakers 
and smeiters in the past year. 

"Investors now want a model of sus¬ 
tainable growth，a model that not only 
shows profit growth but also a commit¬ 
ment to social responsibility/" UOB's Lau 
said. "U，s not like five to 10 years ago 
when companies could get away with 
what you want. Now, neglect must be 



Consumer finance helped rev up Harley Davidson's second-quarter performance 


repaid." ^Xiao Yu 


The bottom fine Zijin Mining is under Investigation 
after an acid /e 白 k af 化 rntne in Southeastern China, 
just as Beijing is cracking down on polluters. 


HaHey-Davidson 
The 円 nance Unit 
Turbocharges Profits 
Shares in the Milwau¬ 
kee-based motorcycle 
maker jumped 6 per¬ 
cent on July 20 after it 
reported a 运 13 這 3 mil¬ 
lion profit for the 
second quarter, a four¬ 
fold increase from the 
same period last year. 
The improvement owed 
much 化 a dramatic 
turnaround at the con - 
sumer-loan unit which 
helps finance the sales 
of Harleys and had 
operating income of 
$61 miflion, compared 
with a 塞 91 million loss 
a year earlier, Hartsy is 
set to begfn negotiating 
labor deals expiring in 
201 么 The company is 
on a drive to cut costs 
and make its produc¬ 
tion schedule more 
flexible. To that end 
it has pared back its 
union workforce »n the 
Northeast and wants 
some employees in 
Wisconsin to become 
part-timers. 

Jive Software 
An Infusion fora Social 
Networking Startup 
Kleiner Perkins Cau- 
帖 Id & Byers and Se¬ 
quoia Capital, the ven¬ 
ture firms that made 
billions of dollars back¬ 
ing Google, are invest¬ 
ing $30 million in Jive 
Software, a maker of 
social-networking tech- 
noEogy for businesses. 
More than 3,000 com- 
panies> including Intel, 
Nike> and VMwa 旧 ， use 
Jive s software to help 
employees communi¬ 
cate with one another 


and with customers. 
Businesses pay annual 
fees of about $100 per 
user, which includes 
the costs of hosting the 
S6rvic 台 . Revenues at 
Palo Alto (Ca(if.}-based 
Jive jumped 8 日 per¬ 
cent last year and its 
workforce has more 
than doubted, to 275 
employees. The startup 
may file far an initial 
public offering as early 
as next year 



Cwnstar 
Thinking Outside 
The Red Box 
Redbox became the 
fastest-growing U‘S ， 
video retailer with its 
DVD kiosks and 訂 -a- 
day rental price, which 
video stone chains 
couldn't match. Now 
the company, a division 
of Coin star, Is drafting 
a Web strategy, 户旧 si- 
dent Mitch Lowe tells 
Bloomberg. Redbox, 
which saw sale 弓 from 
its 24,000 or so DVD 
dispensers soar 70 per¬ 
cent in the first quarter, 
is fooking to narrow the 
gap with rival Netflix, 
which bo 旦 sts a much 
bigger selection of 
movie titles. While Lowe 
declined to give specif¬ 
ics ^ analysts speculate 
that rather than de- 
快 lop an online service 
in-house, Redbox may 
choose to team up WFth 


another comp 旦 ny to de¬ 
liver (Tkovies on demand 
over the Internet Ralph 
Schachart, an analyst 
油 WPam 团 
believes one potential 
partner coufd be Sonic 
Solutions, an outfit that 
provides techrrofogy 
and a library of about 
20,000 titles to clients 
including Best Buy and 
Sears, Both Coinstar 
and Sonic declined to 
say whether they are 
in talks. 

British Airways 
A Pact wit h Unions 
Eludes Walsh 
The cabin crew union 
of British Airways r&- 
lected a pay offer 
ainved at resolving 
an IS-month dispute 
over compensation 
and working condh 
tbns. The carrier now 
faces the prospect of 
renewed strikes. Walk- 
out 百 h 旦 VG<50St BA 

S2 识 million this year 
Yet the main union may 
find it more difficult 
to wring concessions 
from Chief Executive 
O 讯 cer Willie Walsh as 
less than half its mem¬ 
bers turned out to cast 
a vote^ Walsh scored a 
victory on another front 
when U ， S, antitrust au¬ 
thorities granted final 
approval tor BA and 
American Airlines to 
jointly set prices, sell 
tickets, and schedule 
flights through their 
Oneworld Alliance 


总 lead Sciences 
A 执 eaWhraugh 
In AIDS 

A V 呂 gEnal ge! con- 
t 日 imng Gilead 


Sciences' AIDS drug 
Viread cut HIV infec- 
fions by as much as 
54 percent in a trial in 
South Africa, the first 
time such a product 
has protected women 
after six previous gels 
failed. The gel was de- 
vebped by Conrad, a 
US. nonprofit, under 
royalty-free license 
from Foster City 
(Ca(if.)-based Gilead, 
the workfs biggest 
maker of AIDS rned;- 
dnes The notion that 
drugs c 且 n be used 
before exposure to pre¬ 
vent HIV infection could 
revolutranize the fight 
against AIDS, particu¬ 
larly in Africa where the 
epidemic rages on. 

Unilever 
The Strategy 
Sell Local, Buy Gbbaf 
Uni fever is selling its 
ttalian frozen-foods 
unit. Find us, as part of 
its strategy of unhad¬ 
ing local I 旦 bels in order 
to focus on interna¬ 
tional brands , 团 rds Eye 
呀 o, which is owned by 
buyout firm Permira, will 
pay S1.04 billion for the 
business. Unilever now 
plans to buy Sara Lee’s 
shower gel and Europe- 
an detergents business 
for $1.7 bill ran, its first 
major deal in nine years. 
Paul Polman (pictured 
below), CEO at the 
world's No. 2 consumer- 
products company, 
has earmarked 
as much as 
,S2.6 billion 
a year for 
so-called 
bo!t-on 
acquisitions. 
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Introducing 



Bloomberg 

Businessweek 


Bloomberg Businessweek’s EDGE is an innovative 
new leadership development program combining 
our world-class, insightful content with cutting- 
edge weekly training tools. 

Whether you Ye an HR professional, involved in mentoring, 
or a motivated leader, EDGE can help you grow your greatest 
asset and develop future leaders，This easy-to-use solution 
can inspire more enlightened awareness of global trends, 
highly developed leadership and management practices, 
broader strategic thinking and a deeper understanding of 
how decisions impact profitability. 

Every successful business needs an EDGE. 

Get yours with Bloomberg Businessweek. 


To learn more, contact ： bwgroup@bloomberg.net 
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Politics&Policy 

Big Business 
Takes on Obama 



► The high jobless rate provokes a fight 
over regulations, taxes, and trade 






►The coming regulatory explosion is 
"an economic Katrina '， 
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This confrontation had inevitability 



was ： When would the White House and 
Big Business really start to rumble? 

Both sides arc certainly clashing now 
over a crush of new rules to overhaul 
indus 杠 ies ranging from health care to 
financial services to offshore drilling. 
Verizon Communications CEO Ivan 
SeidcnbcTg says business leaders must 
make sure the Obama Administration's 
regulatory cures aren’t "worse than the 
disease,，，adding that the Administration 
hasn’t done enough to pry open foreign 
markets and keeps trying to raise corpo¬ 
rate taxes, Mort Zuckerman, chairman 
of commcTcial real estate firm Boston 
Properties, calls the coming regulatory 
explosion "an economic Katrina/' 
President Barack Obama isn’t being 
subtle ， either. On July 7, he said new 
regulations are needed to control ''un¬ 
scrupulous and undcThanded busi¬ 
nesses who are unencumbered by any 
restrictions on activities that might 
harm the environment, or take advan¬ 
tage of middle-class families, or threat¬ 
en to bring down the entire financial 
system" {Zuckerman calls the remarks 
"totally gratuitous/') 

As Obama signed the financial reg¬ 
ulation reform bill on July 21-onlya 
handful of bank CEOs were invited to 
the elaborate signing ceremony - he said 
the new law will "make sure that every¬ 
one fallows the same set of rules, so that 
firms compete on price and quality, not 
tricks and traps/’ The measure will re¬ 
quire 520 new rules, 81 studies, and 93 
congressional reports，figures the U.S. 
Chamber of Commerce, 

On the surface, worries aver 
taxes ， trade, and regulations arc 
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driving the Obama and busine 細 split. 
Vet both sides are also playing a rhetori¬ 
cal blame game over the weak economy. 
The jobless rate is 9.5 percent, and cor¬ 
porate America and the Administration 
think the other side is not doing enough 
to create new jobs. Obama wants com¬ 
panies to spend part of their $1.8 trillion 
cash stockpile to create new products 
and open factories to generate employ¬ 
ment [f the President wants to create 
jobs，business executives counter, then 
he should back o 庁 the regulatory on¬ 
slaught and give business more certain¬ 
ty about the future. 

While both sides say they want to 
tone down the rhetoric, the disagree¬ 
ments aren't likely to disappear: Thdr 
policy differences are too fundamental. 
There is also ill will left over fi"om the 
health-care reform battle and a White 
House at 比 mpt to tax companies' over¬ 
seas earnings. 

In late spring, at a series of White 
House meetings, Business Roundta¬ 
ble executives told Obama aides they 
felt betrayed when they learned they 
wouJd lose a subsidy under the Medi¬ 
care prescription drug program* The 
group had supported hcalth-care 
reform and believed the Administra¬ 
tion, in return, would continue to sup¬ 
port the $ 扫 -4 billion, 10-year subsidy 
that companies get for providing pre- 
scription drug benefits to retirees and 
workers over 65, saving the Medicare 
program money. 

Weeks later, Seidenberg，who chairs 
the Business RountkaWe，an 
association of large-company 
CEOs, sat on a panel with 
Budget Director 
Peter Orszag 
and told him 
"that the cost 
of regulation 
wasn’t accu¬ 
rately factored into 




some of the policies that were coming 
out," Seidenberg says- Orszag asked 
for a Tnemo detailing his concerns. The 
Business Roundtable and the Business 
Council, a separate group of CEOs, 
obliged with a 49-page compilation of 
dozens of regulations. 

Thanks for the list ， let's talk, White 
House aides responded, while signaling 
that most new regulations are not up 
for discussion. In a July 14 letter to the 
Chamber, Obama Chief of Sta 斤 Rahm 
Emanuel and Senior Adviser Valerie 
Jarrett said they would not "accept the 
lax reflation of the financial industry 
that led to the greatest economic crisis 
since the Great Depression/" Ditto for 
the oil and gas industry, given the eco- 
logical disaster in the Gulf of Mexico. 
"It’s one thing to say genericaily 'regu¬ 
lations are bad, … says Jarrett. "U’s an¬ 
other thing to come in and to explain to 
us very specifically why they arc an im- 
pediment to competition/' 

Some of the differences are rooted 
in economic dogma. The White House 
says it is open to business proposals on 


cutting taxes - only if it doesn’t reduce 
the overall corporate tax burden ， 
Seidenberg says, "Our view is if we 
can expand work and create jobs we’ll 
create new tax revenues" even if tax 
rates don’t go up. 

Business will never be satisfied, says 
Dean Baker, co-director of the Center 
for Economic & Policy Research in 
Washington. Companies always want 
lower taxes and less regulation，he says. 
"It doesn't matter where the tax is, they 
want to pay less." 

The discord "1s unhealthy far each 
side/，Roger Altman, founder ofEvercore 
Partners and a former Deputy Treasury 
Secretary under President Bill Clinton, 
told Bloomberg Television on July 21. 

"I think it can suppress ju^t that level 
of business confidence that’s necessary 
to create investment and jobs，" Altman 
said，suggesting that each side bury the 
hatchet, with business going first. 

—— Kate 口 技 rower 


The bottom fine The White House and Big Business 
are untikely to end their spat soon because their 
differences are too fundamental, 


Major Corporate Gripes 


f'orporale Taxes 


Proposals Ui 。贼 bxes 
on foreign earnings 
would harm the ability 
of companies to compete 
overseas. 


DATA： BUSINESS ROUNDTABLE 


Trade Deals 

InL'ompleie 斤 eca-trade 
pacts with South Korea. 
Colombia, and fanama 
put US, compani 既山 I 
disadvanhigeto foreign 

comped 祕， 


Finandal Regulation 

The rinaridal ovt^hauJ 
requires companies 
to post collateral for 
derivatives trades, raising 
hedging costs，ft also lets 
sha 化 ho 此 " nominaie 
tlirociorfi . 帥 owi 牠 special 
interests to shape bi>ards. 


Labor Relations 

Pmpijst?d "urd- 油泣 k" 

legislation making it 
easier for unions to 
dIonize would 她 iiin ; 脱 
secret union ballu 化 
and wouUJ haw a 
MevaSlating impact" 
un business. 


C reenho use G 化役 

Environmental 
Protection 相即 cy 
proposals to limit Girbon 
emissions will raise costs 
and lead to layoffs by 
manufaaurers. 


Broadband 

The Federal Conmiu- 
nica lions Commission's 
Net neutrality proposal, 
which would preveru 
[ntemet providers from 
varying downluwl s 两 k 
uill maki^ii hard 阳 
handle I mlfic elTki 四 iily 
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The White House 

Stockpicking Tips From President Obama? 


ive of seven 
groups of corporate 
executives invited 
to White House 
lunches have* 
their shares as 
押 oup outperfor 
dieS&PSOO 


Best & Worst 
Performers 


S&P 500 
30-Day Gain 


30-Day 
Average 
Gain for All 
Attendees 



i Ursuia Burns 

Xerox 

+29-4% 

06/25/09 

David Cote 

Honeywell 

*13 麗 


Muhtar Keni 

Got ： 旦 -Cob 

+4,0% 


Randall SLephenstm 

AT&T 

+3J% 


> Howard Sdm]tz 

Starbucks 

十 ] 2 •日％ 

07/31/09 

Daniel DiMicco 

Nucor 

+5.6% 


Mike Duke 

Wal-Mart 

十 1-5% 


fvan 自加 enbe 巧 

Verizon 

-3.5% 


^ JefTBesios 

Ajna 犯 n 

。生 7% 


a/" 


寺 10.7% 


12.7% 



+5.7% 


4.1% 


10/08/09 


Irene Rosenfeld 
Lew Hay 


Kraft Foods 
FPL Group 


+4.6% 

-2,4% 


Anionio Perez 


Eastman Kodak 


-8,4% 



+ 4.9% 


8.3% 


M 川 I 加 eker 饥 an_Bosum Pro 护 rti 色 s *j U 術 


01/2fj/10 Jjtn mckea 


Afiadarko 


巧，?％ 


Jamie Dimon 


JP Morgan Chase +8.2% 


Rex 刊 lerson 


ExxonMobil 


d‘4% 



+ 4.0% 


7.7% 


Frederick Smith 

FedEx 

+12.8% 

02/04/10 Tom Wilson 

Allstate 

诚 2% 

David MacKay 

鬧。拱 

心％ 

Richard Dugas 

PuJLe 

+14% 

{}lenn Tilton 

United Airlines 

*24.3% 

03/09/10 Jim Skinner 

McDonald's 

城 0% 

Greg Brown 

Motorola 

+7.4% 

Penny Priuker 

Trans Cnictn 

ISf/A* 

Alan Mulally 

Ford 


07/01/10 Brian Robins 

Comcast 

+8.6% 

PatWoertz 

ADM 

+ £.0% 

Bob Iger 

Wall Disney 

+ €.0% 


l/^ 


+ 6 . 2 % 


瓦9% 



+ 6 . 0 % 


巧 . 20/0 


TmmWMOfi ijf WW.v 师 fil'd 




*4‘S% 


9.3% 


* 1" 曲 d" " 1 /少口 iradhig days 


► Shares of companies whose CEOs 
dine with Obama outdo the S&P 

t- "Obama is trying to associate 
himself with winners" 

Money managers tout their investing 
strategy in books, at seminars, and on 
blogs. Some call it a science, others an 
art form* And then, of course ， there's 
luck. In that spirit, here's one more 
stockpicking technique to add to the 
list ： Take a look at who is lunching at 
the White House. 

Since becoming President, Barack 
Obama has held seven lunches with 
sinall groups of chairmen and chief 
executive officers, mclu 出 ngje 斤 Bezos 
of Amazon.com, Ken Chenault of 
American Express ， Ursula Burns of 
Xerox, and Howard Schultz of Star- 
bucks. In four of the lunches, the 
guests, companies，as a group, outper¬ 
formed the Standard & Poor's 500-stock 
index 30 trading days after the repast. 

In two cases, the groups' shares under¬ 
performed the S&P 500 a month after 
lunch with the Commander-in-chief. 
Altogether, the six lunch groups outdid 
the S&P by more than two percent¬ 
age points. Thirty days haven’t elapsed 
since a seventh lunch held on July L 
Just a coincidence? Only partly, says 
Bariy Ritholtz, CEO of equity research 
firm Fusion iQ. Losers don、get asked 
山 hang out with the President, he says. 
The White House likely is putting to¬ 
gether invitation lists so that the Presi- 
dent is dining with executives at the top 
of their games and not associating with 
companies in decline or under inves¬ 
tigation. "If the captain of your team 
gets a phone call from the White House, 
it probably means your team is about 
to win the World Series or already has 
won," Ritholtz says. Adds Andrew Rudd, 


man Kodak fell 8.4 percent in the 
30 trading days after Chief Executive 
Antonio Perez dined with Obama on 
Oct. 8, 2009. (The company reported 
its fourth-straight quarterly loss later 
that month.) On the plus side, Amazon 
shares rose 40 percent after Bezos at¬ 
tended the Oct. S lunch, 

Rudd, whose La 枯 yette (Calif,) 
company provides analytical tools to 
wealth managers, cautions against 

building an investment strate¬ 
gy around the President's 
guest lists. The sample 
size is too small, Rudd 
says, and the shares’ aut- 
pcrfomancc is probably 


a statistical anomaly. Still, he says ： 

"I’m sure people will bet on this, just 
as certain people pick companies with 
stock prices at 9.99 or the same names 
as their aunts," 

The Presidents stockpicking magic 
is still working. On July 1 he lunched 
on a patio outside the Oval Office with 
the heads of Walt 凹 sney，Ford Motor, 
Comcast, and Archer Daniels Midland. 
Thirteen trading days later, as ofJuJy 20, 
their companies" shares had risen an av¬ 
erage of 9.3 percent vs ， 4.8 pertenE for 
the S&E — Nicholas Johnston 

刊 e botlKim iiriG： President Obama's choice of 
c 口 rpo 口巧 executive tun 如 guests shows he's pretty 
good at picking winners^ 


CEO of Advisor Software: "Obama is 
trying to associate himself with 
winners and it’s sort of poten¬ 
tially reinforcing." 

Of course，not every 
one of the 33 public- 
Jy traded cempanies’ 
share prices rose. East- 
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Campaign 円 nance 

The Republicans' 
Money Momentum 



► Fund-raising figures point to trouble 
for Democrats in November 


，• "The competitive races are the red 
flag for Democrats" 

Democrats have a lot to worry about 
these days, and now they have one 
more thing ： In races for open seats-42 
in the House, 14 in the Senate-Repub¬ 
licans are gaining momentum in fund- 
raising. "Open seats are much easier to 
win than knocking o 厅 incumbents，" says 
John Fortier, a fellow at the American 
Enterprise Institute. A financial advan¬ 
tage makes it even easier. 

Republicans competing for seven 
closely contested open Senate seats 
raised millions of dollars more as a 
group than their Democratic rivals in 
the second quarter. On the House side, 
Republican candidates in 10 hard-fought 
races for open scats had more money 
in their campaign war 亡 bests than their 
Democratic opponents as of June 30. 

帖 publican fund-raLsing success adds 
credibility to opinion polls that suggest 
the party is poised to pick up scats in 
both houses in November. "The competi¬ 
tive races are the red flag for Democrats," 
says Julian Zelizer, a professor of history 
and public affairs at Princeton University, 
The House fund-raising figures, he says ， 
"suggest that Republicans will be able to 
make significant dente" in the Democrat¬ 
ic majority. Linda L. Fowler, a Dartmouth 
College government professor, says the 
second-quarter Senate results "suggest a 
classic cycle of donors deciding this is a 
good year for Republicans, giving them 
inoney and reinforcing the existing ad¬ 
vantage of national tides"* 

One sign of trouble for Democrats is 


in Florida, where Marco Rubio, the Re¬ 
publican candidate for Senate% brought 
in more than $4.5 million from Apr. i 
through June 30, his campaign filing 
says. Democratic opponent Kendrick 
Meek raised more than $1 million, ac¬ 
cording to his website. Governor Char¬ 
lie Crist，the independent candidate, 
drew $1.8 million. Republicans running 
for open Senate seats in Ulinois, Indi¬ 
ana, Missouri, New Hampshire, Ohio ， 
and Pennsylvania also out-raised rivals. 

A backlash against Democrats, who 
have controlled Congress and the White 
House during the two years of financial 
crisis and fierce legislative combat, ap¬ 
pears to be boosting Republicans in the 
money race. Republicans would need to 
gain 10 Senate scats and 40 Hoase seats 
to win control of each chamber 

Another source of worry for Dem¬ 
ocrats is Nevada. Former Republi¬ 
can state legislator Sharron Angle has 
brought in almost 牽 2.6 million in her 
bid to unseat Senate Majority Leader 
Harry Reid. The incumbent collected 
$2.4 million，although he has almost 
$9 million in the bank. 

Other Democratic incumbents fared 
better last quarter. Arkansas Senator 
Blanche Lincoln, California Senator Bar¬ 
bara Boxer, and Colorado Senator Mi¬ 
chael Bennet brought in more campaign 
cash than Republican challengers. Boxer 
raised $4.6 million, compared with $3-3 
mHlion for her Republican rival，former 
Hewlett-Packard Chief Executive Gariy 
Fiorina, whose total includes $1.9 million 
she loaned her campaign. 


Drawing Board 


Princeton’s Zelizer says he expects 
Democrats to retain their majority in 
the House, where the most vulnerable 
Democratic incumbents still have 
more money to spend overalJ than 
thdr Republican challengers. Still, it's 
likely to be a tough summer and fall for 
President Barack Obama and his party, 
says Rogan Kersh, associate dean at 
New York University's Wagn 灯 School 
of Public Service. "There’s greater 
political energy on the Republican side 
right now, which spills over into dona¬ 
tion patterns." 

—Jomthm 己 . S 口 f 口 nf, Kristin Jemah and 
Patfida Laya 

The bottom Une Democfats' mounffng political 
chaiienges iriotnde growing 惦 pubt 把曰 n … om。。 山… 
in the vitai race for campaign cash. 


Eiections 

Under Attack，Pollsters 
Debate Their Methods 

* Accusations of faked data and 
nonscientifiG methods 

^ "Every month, it's harder and 
harder to do this job and do it right'' 

In June, Blanche Lincoln, the two-term 
moderate Democrat from Arkansas, 
faced a tough mn-o 斤 primary against 
Bill Halter，the state's more liberal lieu¬ 
tenant governor. Polls showed he had 
pulled ahead by as much as 4 percent- 
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age points. Lincoln veered left, attack¬ 
ing Wall Street and rebuffing requests 
from the White House and Federal Re¬ 
serve to weaken a proposal she put in 
the financial regulation biJl to impose 
tough ruJes on derivatives trading. 

Lincoln's victory in that primary has 
set o 厅 a war over polling and the way it 
has been transformed by the Internet 
and cell phones. Research 2000, the 
only polling firm that released data pub¬ 
licly in the weeks before Lincoln's june 8 
runoff, has been accused of 位 kifying 
its numbers in a lawsuit filed by the lib¬ 
eral blog Daily Kos, which commis¬ 
sioned the polls. Other pollsters are also 
under attack. In September, the Ameri¬ 
can Association for Public Opinion Re¬ 
search publicly rebuked Atlanta-based 
Strategic Vision for failing to disclose 
its methodology after being accused 
of falsifying polls it conducted before 
the 2008 Presidential primaries in New 
Hampshire and Wisconsin. 

The two episodes have promp 化 d a 
vigorous debate over the reliability of 
polls and how they drive politics and 
policy. In the spotlight is the tight-knit, 
largely unregulated community of poll¬ 
sters, whose efforts to obtain scien¬ 
tific results have been made far more 
difficult because of the Internet and 
mobile technology. "Something has got 
to change" says Nate Silver, who ranks 
pollsters on his popular website, Five- 
ThirtyEight,com. "These were two 
fairly prominent pollsters who were ac¬ 
cused of just making data up out of thin 
air." Silver, whose blog will be hosted 
on The New York Times website begin¬ 
ning in August, is embroiled in a polling 
controversy of his own ： He has called 
Zogby International the "worst poll¬ 
ster in the world/" arguing that Zogby's 
lnteme1:-based surveys rely on an un- 
sciGntific sample of participants who 
volunteer on the Zogby website. Chief 
Executive Officer John Zogby says his 
results are accurate, and spokeswom¬ 
an Leann Atkinson says the company is 
preparing an article questioning Silver's 
讯到 hodology for ranking pollsters. 

Polls are attracting attention because 
they increasingly feed an Internet-driven 
appetite for 24/7 political news. Nega¬ 
tive poll numbers can deliver a fatal blow 
to candidates or make it difficult to raise 
money and build grassroots momentum. 

Daily Kos says it discovered flaws 
in the Arkansas polk after it was ap¬ 


proached by three statistical experts. 
The websitG began an investigation and ， 
on June 29, Kos founder Markos Mou- 
litsas published his conclusion that the 
site was defrauded by the polHng com¬ 
pany. The following day, Daily Kos sued 
Research 2000 for more than $100,000 
in damages for breach of contract ， mis- 
represen 加 on，and fraud. The poll¬ 
ster's president, Del Ali，has denied 
the allegations. His lawyers declined to 
comment. Lincoln spokeswoman Katie 
Lanin 呂 Niebaum says the poll "was not 
a factor，，in the senator's decision to 
push her derivatives proposal, which 
ultimately was included in modified 
form m the final law. Halter's aides, 
who touted the polls during the race, 
say they privately questioned the Re¬ 
search 2000 results. 

The cost of conducting scientifical¬ 
ly sound polling has increased. Scott 
Keeter, director of survey research for 
the Pew Research Center and incom¬ 
ing president of the American Asso¬ 
ciation for Public Opinion Research, 
says only about 20 percent of people 
contacted agree to take part in politi¬ 
cal surveys. That reluctance has forced 
pollsters to try new methods to get a 
statistically sound sample size ‘ More 
than 20 percent of all U.S. households 
now only use cell phones, according 
to government statistics released in 
May. Including those users in surveys 
drives up polling costs because lists of 
cell-phone users cost twice as much as 
standard lists of registered voters, says 
J. Ann Selzer, president of polling firm 


Seizer & Co ； whose clients include 
Bloomberg News. "Every month, it's 
harder and harder to do this job and do 
It right；' says Seizer. 

Many research organizations are 
turning to the Internet, though that 
method is also fraught. To get a correct 
sample, every participant must have an 
equal chance of being contacted, says 
Seizer, the top-ranked pollster in Silver's 
2008 rankings. A truly random sample 
is hard to achieve online, given that 
there’s no national registry of e-mai] ad¬ 
dresses. "The Internet violates sampling 
101," Seizer says. — Lisaleret' 

The bottom 巧 o 色 Potiing's tn 巧 u 台 nee in politics and 
policy fs 旦 row?’ 口 g as the reliability of some polls is 
dectining. 


Media 

The Window Is Open for 
Comcast Competitors 

f An antitrust review of the NBC 
Universal deal gives rivals a say 

► "The big question rs the degree of 
concessions ’】 

Comcast, already the largest U.S. cable 
operator, is on the verge of getting a lot 
bigger First it has to make nice with 
the competitors, prograinmers ， minor¬ 
ity groups, and other special interests 
that fear an even more powerful Com¬ 
cast after its $28 billion acquisition of 
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General Electric's NBC Universal unit. 
The Federal Comniunications Commis¬ 
sion and the Justice Dept/s Antitrust 
Div, are reviewing the purchase, and 
thousands of public comments have 
been filed at the FCC. 

The company is trying to neutralize 
opposition to the merger and ease an¬ 
titrust concerns with a simple strategy ： 
Make deals to get the deal. As in past 
media mergers, rivals and special inter¬ 
ests have drawn up lists of demands that 
are the price of their support, and Com¬ 
cast is whittling them down one by one. 
The latest: Comcast and NBCU agreed 
on July 12 to hold regular meetings 
where independent producers-wha 
initially opposed the acquisition-could 
pitch their ideas for shows. 

Founded in 1 弛 3 with the purchase of 
a Tupelo (Miss.) cable system with 1,200 
customers, Comcast has expanded to 
23.5 million cable subscribers. With the 
NBCU acquisition, the company would 
control a movie stu 出 o, 10 NBC stations, 
sports and Olympics programming, and 
cable networks such as Bravo, CNBC, 
MSNBC，and USA Network. 

The Comcast-NBC combo would 
have a broadcast station and sports net¬ 
work in Boston, Chicago, New York, 
Philadelphia, San Francisco, and Wash¬ 
ington-six of the biggest US, TV mar¬ 
kets. Tom Eagan, an analyst at Collins 
Stewart in New York, says Comcai^f s 
major worry will be the lengths it will 
have to go to avoid court battles. "The 
big question is the degree of conces- 


Quoted 



^'Politically it was the smart thing to 过 0-" 
— Senator Jim Sunning (R-K 站 on blocking 
jobless aid unless it's paid for with new 
revenues. With polls showing 
voters i ncreas i 口 gl y wo rried 、 

about the national debt, 
other Republicans 
followed his lead and 
held 叩 benefits unW 
July 21, when the bill 
passed 60-40， 


sions they would have to agree to," he 
says, to win over the FCC and Justice, 
both of which declined to comment. 

Skeptical NBC affiliates, whose views 
are considered by the FCC in its effort to 
preserve local broadcasting, were won 
over when Comcast last month prom¬ 
ised not to move the Olympics and major 
sporting events 1 化 6 另 "/2 加来如肿巧 ) 如 - 
b。" games from broadcast to cable. Com¬ 
cast also pledged that it would engage 
in good- 枯 ith negotiations with ABC, 
CBS, and Fox affiliates on carrying their 
signals. In a bid for minority support, 
the company said it will name a Latino 
to its board and add eight independent 
channels owned by blacks or Hispan- 
ics. "Comcast and NBCU have made an 
u 叩 recede 讯比 d set of voluntary commit¬ 
ments,'^ Comcast spokeswoman Sena 
Fitzmaurice said in an c-mail. 


Other rivals want even more 
concessions. Bloomberg, parent of 
Bloomberg News and Bloomberg Busi¬ 
nessweek^ has told the FCC it wants to 
ensure its channel will be located near 
other business shows. Satellite compa¬ 
nies Dish Network and DirecTV are 
pushing to get the right to arbitration 
so Comcast can't use its post-merger 
clout to inflate prices for NBC's pro¬ 
grams. Some analysts say the compa¬ 
ny may have to give up NBC stations 
in certain major markets to avoid anti¬ 
trust restrictions. In its home base of 
Philadelphia, Comcast telecasts games 
of the city's sports franchises and owns 
two of them-the 76ers basketball and 
Flyers hockey teams-as well as Wacho¬ 
via Center, where both play. For years. 
Dish and DirecTV have complained 
that Comcast denied them Philadelphia 
sports programming. The NBC deal 
"would enhance Comcast's strangle¬ 
hold over Philadelphia by adding to its 
arsenal NBC's owned-and-operated sta¬ 
tion in that market；' Dish told the FCC 
in a filing. 

Comcast should remain flexible 
about what mi 卵 be asked of it，says 
Roger Noll, a senior fellow at the Ameri¬ 
can Antitrust Institute in Washington. 
The Justice Dept, ''is not likely to chal¬ 
lenge the deal unless Comcast refuses to 
make some co 打 c 找 siom , 打 he says. O 
一 Jeff Bliss and Todd Shields 

The bottom fine As federal revtow of the Comcast- 
NBC Universal merger goes into high gear, rivals know 
this is "日 sk'fo 厂 ""sea 占 on and seek concessions. 
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Charlie Rose talks to 


Timothy Geithner 


July 泌 一 AugusM,2010 



The Treasury Secretary lays 
out the parameters of the 
new financial reform law and 
gushes about the qualifications 
of Elizabeth Warren 


People ask two things about this 
legislation. Nck 1, will it prevent 
another crisis? No. 2, does it speak 
to capital requirements and risk and 
leverage-the very things that caused 
the crisis in the first place? 

I’ve always said that the centerpiece 
of any reform is stronger capital 
requircmcms, constraints on leverage, 
forcing institutions to manage with 
more stable funding. That is the most 
important way to prevent future 
ftnancidl crises. Wliat this bill does is 
provide authority that the government 
agencies didn't have to make sure 
we can set and enforce capital 
j eq 山 rements，not just on the banks but 
on large, complicated institutions like 
Goldman Sachs, Morgan Stanley, AIG, 
GE Capital. 

How tough was it to get this through 
because of the opposition of Wall 
Street? 

There was a lot of opposition and a 
lot of political opposition from the 
minority party. But 1 fUndamentaHy 


don’t understand the basis for the 
opposition by anybody who looks at 
what this country went through，what 
this country IS still living with in terms 
of the scars of the crisis. It brought the 
economy to the edge of collapse. It 
caused enormous damage not just to the 
financial system but to well-managed 
companies, banks, and investment 
companies, and to people who were 
careful and didn^t borrow too much. 
There’s no credible way you could look 
at that system and say we didn't need 
sweeping refonn. 

Did it drive a wedge between the 
President on the one hand and Wall 
Street and the business community 
on the other? 

There’s nathing remarkable in what 
you're seeing today. Businesses would 
like to be able to operate with Jess 
regulation, fewer constraints, and, of 
course, lower taxes. But [ don’t think 
[the schism] wiU endure. The President 
understands that governments don't 
create jobs. 

Let’s talk about the consumer aspect 
of the legislation. How will it be 
different from what we had before? 
What it does is take diffuse a 山 hority 
now spread across a lot of 曲 fferent 
agencies and put in one place the 
authority to establish protections for 
consumers so they’ll have much less 
risk of being caught with a he they 
didn’t anticipate or being tricked into 
a loan they can’t afford. The singular 
achievement-and this goes across the 
bill-is this basic premise: If you’re going 
to be in the business of providing credit 
and financial services, you need to live 
under a set of simple rules. 

Will Elizabeth Warren be director of 
the new consumer agency? 

Let me just say that she is an incredibly 
capable，effective advocate for reform. 
She was way ahead of her time, way 
ahead of the country in pointing out 
what was actually happening in the 


credit business. All the bad stu 斤 that 
was happening, the looming housing 
crisis, she was pioneering and pointing 
out those risks. And she is probably the 
most effective advocate of reform we 
have in the country on these questions. 
So like I say, I think she’d do a great 
job in that position. But that's the 
President's decision to make. 

The other question is whether her 
nomination would be approved by 
the Senate. 

Like anybody who has been a champion 
of reform, she’s earned her enemies 
over time, and there’s no doubt she'd 
face some criticism and opposition up 
there. But that’s the price of entry. 

What does Paul Volcker mean when 
he says this bill took some of the 
purity out of what he wanted to see. 

This is legislation, and there’s no risk 
of excess purity in any legislation. But 
this is a very strong bill, and it's true to 
all the things that PauJ Volcker and the 
President said at the beginning were 
going to be essential. Because what 
it does is put in place much stronger 
basic constraints on risk. And he was 
obviously decisive in helping shape 
this, explain it, and sell it. What the 
Volkcr Rule says is if you own a bank, 
we don’t want you taking advantage of 
the safety net or the privilege of being 
a bank and using that to subsidize 
a bunch of risky acrivity that couSd 
imperil the stability af the system* 
That’s a simpJe, just constraint. And the 
bill achieves that. 

Fannie Mae and Freddie Mac were 
not dealt with here. 

They’re next. We,vc had a very smart, 
capable team of people working for six 
months now looking at altemadve ways 
to reform those institutions and, frankly ， 
fix the broader housing finance market. 


Watch Charlie Rose on 
Bloomberg TV weeknights 
atSp.m. and 10p.m. 
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Technology 

They still 
Believe in Steve 


► The market and consumers shrug off "Antenna-gate ■’ 

► "For many people... Apple is what makes them happy" 


When Apple Chief Executive Offic 灯 
Steve Jobs announced he was giving 
away $30 plastic cases to dissatisfied 
IPhone 4 owners on July 16, Wall Street 
breathed a sigh of relief. There would 
be no expensive recall of the more than 
3 million reception-challenged devices 
that had been sold since the iPhone 4"s 
debut on June 24 . 

Then came Apple’s blowout second- 
quarter results announced on July 20 ， 
when the company reported profits of 
$3.25 billion on $15,7 billion in sales. 
Analysts were expecting $2.9 billion in 
earnings on sales of $14.7 billion, ac¬ 
cording to data compiJed by Bloomberg. 
Judging from the two- to three-week 
waiting lists to buy an iPhone 4, "An- 
tenntgate," as Jobs calls it, has not 
caused Apple-entranced consumers 
to lose 拉 ith. "Let me be very clear on 
this" Chief Operating Officer Tim Cook 
said during Apples earnings call with 
analysts. "We are selling every unit we 
can make." 

Mac sales also set an all-time record, 
and the three-month-old iPad sold so 
briskly that it is already bringing in 
more revenue than the still-growing 
iPod business. "For many people in this 
economy, Apple is what makes them 
happy," says Kaufman Brothers senior 
analyst Shaw Wu, "Its products make 
their lives easier and provide some en¬ 
tertainment, at a time when people 
don't feel good about a lot of other 
things in their lives. It sounds silly, but 
it's not that far from the truth," 

Apple's run is far from over, says 


The iPad is selling so briskly 
that 巧 ’salready bringing in 
more revenue than thestill- 
growirig iPod business 


hedge fund investor David 巨 inhorn of 
Greenlight [ 邱 ital, who has been buying 
shares. "While growth over the next few 
years will certainly be slower than it has 
been over the last few years，。he wrote in 
a July 16 letter to investors, "AAPL does 
not appear to have fully penetrated its 
market opportunities/" 

Of course, it doesn’t have those mar¬ 
kets to itself. At a time when Apple is 
racing to ramp up its production capac¬ 
ity, rivals are massing with products of 
their own. While Google recently dis¬ 
continued its Nexus One phone, mobile 
phones based on its Android soft¬ 
ware% such as Motorola's Droid X and 
HTC’s Evo, are selling well. Microsoft 
is about to launch revamped mobile- 
phone software. Analysts say Hew¬ 
lett-Packard is working on an iPad-like 
tablet based on technology from newly 
acquired Palm. 

Jobs says a primary reason for Ap¬ 
ple's success is that it doesn’t specialize 
in software like Microsoft or Google, or 
hardware like HP or Samsung. It does 
both，enabling it to make minute trade - 
offs to improve products-say, to get a 
bit more battery life. It brings the same 
obsessivencss to its dealings with sup¬ 
pliers and distributors that it does to in¬ 
dustrial design. While Apple, like most 
tech companies, outsources the assem¬ 
bly of its products, k demands to know 
details down to the source of raw mate¬ 
rials, says the CEO of one supplier. It’s 
a cost-effective way of ensuring qual¬ 
ity control, says the executive. (Apple 
spokesman Steve Dowling declined to 
comment for this story.) 

Apple’s partners tend to do what 
they can to keep Cupertino happy ： No 
other tedi company can give a supplier 
or manufacturer the same combina¬ 
tion of volume and growth. This 
gives Apple huge leverage. Mike 
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Fawkes, a venture capitalist who used 
to be HP’s global supply-chain head, 
says Taiwanese contract manufactur¬ 
er Hon Hai Precision Industry most 
likely accepts minimal margins on the 
miHions of iPhones and iPads it makes, 
yet gladly takes Apple’s business for the 
volume and the cachet such an account 
brings. (Hon Hai spokesman Edmund 
Ding declined to comment.) 

Then there's customer service. Most 
companies outsource the cost of hand¬ 
holding as much as possible. Apple in¬ 
vests in it, hiring legions of store reps, 
known as "geniuses，。who work at the 
company's 293 stores. It can afford 
such investments-the company has 
$24 billion in cash，and analysts expect 
it to churn out $10 billion to $15 billion 
in cash a year from operations. 

The one thing Apple can't afford is 
a real, lasting blow to its stellar reputa¬ 
tion. Antenna-gate was not thaL Hun¬ 
dreds of people lined up outside for 
hours when Apple opened a new s 阳 re 
in Shanghai on July 10. On the analyst 
call, COO Cook said U.S. schools ， strug¬ 
gling with plummeting budgets, still 


Mobile 

A Brief History of the 
Cell-Phone Antenna 

Since cell phones 
were developed more 
than three decades 
ago, antenna design 
has been one of the 
thorniest problems 
handset engineers 
have faced. 

— Amy Thomson 

Motorola DyiiaTAC 

This 目 -in., 2-lb. phone was 
used to make the first cell¬ 
phone call, frf 功 n 百 New York 
: Ur 销 t in 1973. Despi 化 its 
bulk and the 5 in* rubber 
antenna ihat stuck out of the 
top-the S4,000 DynaTAC 
became the u Id male 
accessory for the fiber rich 
after it was featured in the 
1987 film Walisiim. 


managed to spend a record amount on 
Macs. He added that 50 percent of For¬ 
tune 100 companies are currently pro¬ 
viding the iPad to employees or testing 
the tablet computer out. 

David Eiswert, who manages 
T- Rowe Price’s $271 million Global 
Technology Fund, says he's less con¬ 
cerned with future product mishaps 
than with Apple's ability to capital¬ 
ize whenever the stock market doubts 
the company、hold on the consumer 
psyche. He says he has urged Apple to 
institute an automatic stock buyback 
program that would be triggered when¬ 
ever the share price drops. Should 
there be another An 比 nna-gate-type 
screwup, "Everyone would freak out ，。 
he says. "And Apple would be able to 
pick up another 5 percent of the shares 
at the lower prices/，Eiswert says it 
would be a simple way to improve 
earnings per share. As if Apple needed 
any more help. 

— Peter with CaroHm Dye 

The bo"om tine The an 佔 o 口 a problems w/th 
App/e's iPhone 4 show no signs of dampening 
CO 口 sum 即 demand for the device. 


Engineering 

Bad Signal? Don't 励 ame 
Antenna Designers 

► Apple isn’t the only company that’s 
had d 肺 cu 阳 es with reception 

►"化 would be fair to say that antenna 
design is a little bit of a dark art" 

Whatever you think of Steve Jobs’ de¬ 
fense of the iPhone 4 and its reception 
issues，the Apple boss was right about 
one thing ： Antennas area technologi¬ 
cal challenge, one that engineers have 
wrestled with since before Gordon 
Gekko barked orders into his Motorola 
DynaTAC from a beach in the Hamp¬ 
tons. And as phones continue to shrink, 
fitting antennas in and making them 
work correctly often comes down to 
trial and error, says Stephen Temple, a 
retired engineer who helped plan Eu¬ 
rope's GSM technology. "It would be fair 
to say that antenna design is a little bit 
of a dark art," Temple says* 



Motorola StarTAC 

下 he fir SI smash hit 
clam shell phone was 
introduced in 1996. 

The SiarTAC ： replaced 
the DynaTAC*s towering 
antenna with a thin 
wire whip that could be 
pushed into the body of 
the handset. 


Nokia 82tD 

InLixKjuced in 1999, Qiis 
handsel designed by 
fashion house [ 姐 nzo 
was one orihefirsL 
cell phones to hide the 
antenna entirely inside 
the body. Consumers 
loved the simpUcity 
ofLhe design and soon 
began lo turn thdr 
noses up at phones 
with external antennas. 


Apple iPhone 4 

lb provide more 
room insid e the case% 
Apple decided Lo wrap 
旦 luennas For ii5 latest 
phone around the 
exterior. Problem is, 
this design innovation 
put the antennas into 
凸 ) ntacL with callers' 
fingers> which can 
bk 也 ks 运 nal.; ， That, io 
山 rn, caused Apple's 
biggest PR flap since 
the ill-rated Newton 
handheld* 
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Quoted 


'1fs an incredibly talented pony, possibly 
the most talented pony we've ever seen, 
but we’re waiting for that second trick/* 

—— Internet analyst 
Jordan Rohan on Google's 
second-quarter earnings, 
which fell short of Wad 
Street estimates 


second tnck. 

污 


The $4,000 DynaTAC weighed in at 
almost two pounds and was eight inches 
long. Today's phones often weigh less 
than four ounces and can be shorter 
than the DynaTAC's 5-inch antenna even 
as they pack in features such as video 
cameras and QWERTY keyboards. Since 
the late 1990s, consumer tastes have 
山 rned against external antennas, which 
means they must be crammed inside the 
handset’s casing. Phones now receive dif¬ 
ferent signals such as 3G ， Bluetooth, and 
Wi-Fi, so they often have a half-dozen or 
more antennas. Reception can be aftect- 
ed by the amount of space around the 
antenna, the materials used elsewhere 
in the phone {pi 化 tic is less problemat¬ 
ic than most metals), and whether the 
caller \s right- or left-handed. 

For most of today’s basic voice and 
da 枯 cell signals, the right antenna 
length is about three inches or seven 
inches. FM radio and broadcast TV an¬ 
tennas are longer, though antennas can 
be bent to fit iiLside tiny phones. The op¬ 
timal length is half the frequency the an¬ 
tenna is designed to receive divided by 
the speed of light. Any longer or shorter, 
and the reception can suffer. Further¬ 
more, "the [hunianl body has a major 
effect on the antenna because at differ¬ 
ent frequencies it acts 出 fferendy," says 
Stuart EJpo 吊 an electronics consultant. 

The arrival of faster, fourth-genera¬ 
tion networks will complicate design fur¬ 
ther And as new categories of devices 
such as the iPad grow in popularity, 
getting harder to design antennas that 
are appropriate for all their potential 
uses. In years past，antenna engineers 
tested phones held against n person’s 
head, says Jeff Shamblin, chief technol¬ 
ogy officer uf Ether Ironies, a San 扣 ego 


antenna maker. Now, he says, "you have 
to test a cel) phone sitting on a desk, in 
a us 押 ’s lap, [or] being used on speaker¬ 
phone while operated with two hands" 
— 細 j; Thomson^ with Connie GugUelmo 


The bottom tine 如邮口旦 dosign has tong bee/] a 
probiem 虹 r 口 b 。。 白 maice 化 and compisx ity is growing 
白占 devices shnnk^ 


Internet 

Skype Wants the 
Business of Business 

► The VoIP service hopes Cisco will 
help it enter the corporate market 

► "There are some major roadblocks 
to growing this" 

Skype, which disrupted tlie telecommu¬ 
nications industry with free or low-cost 
calls routed over the Internet, is once 
again an independent company. EBay 
bought the Estonian startup in 2005 ， 
but, after a strained relationship, sold 
most of its stake for $2 billion in Novem¬ 
ber. Now the new owners, led by pri¬ 
vate equity firm Silver Lake, are impos¬ 
ing business rigor on the company and 
pushing it to grab a piece of the corpo¬ 
rate teJecomniunications market. 

Skype is in talks to seU its software 
through Cisco Systems and ShoreTel, 
both of which make phone systems, ac¬ 
cording to a person familiar with the dis¬ 
cussions. Skype is also doubling the size 
of its sales and support team to better 
reach business customers and respond 
when technical issues arise. 

Skype is already a verb for the more 
than 520 million consumers around the 
world who use it for phone calls or video 
chats. According to a report by Invest- 
ment bank Thomas Weiscl Partners, 
Skype had $705 irullion in revenue last 
year, a 28 percent jump fro 附 200S. The 
corpora 巧 market, which research firm 
JDC values at $203 billion, presents a 
more lucrative opportunity. 

Persuading corporations to ditch 
their tra 边 donaJ carriers won't be easy. 
"There are some major roadblocks to 
growing this in the large enterprise 
space,” saysjayanth Ang!, an analyst at 
Info-Tech Research Group in London, 
Ont. Chief among them: giving IT manag¬ 
ers more controL In industries such as 


health care and finance, companies need 
to track and monitor calls-something 
Skype doesn't allow for. Skype also needs 
阳 convince potential customers that 化 s 
service, which is sometimes criticized 
for poor quality, is reliable and secure 
enou 班 for important business calls. 

To reorient the company, Chief Ex¬ 
ecutive Officer Josh Silvennan has re¬ 
placed five people on his executive staff 
this year and cracked down on distract¬ 
ing side projects, which had some; em¬ 
ployees spending their time building 3D 
chess software, "Skype is serious about 
provi 边 ng our business customers the 
tools and features tliat put them in con¬ 
trol/' says David Gurle, who left Thom¬ 
son Reuters injanuaiy to mn Skype's 
business division, where he、doubling 
head count, to about 100 peopk- 

Skype isn’t the only option for compa¬ 
nies looking to cut costs by routing calls 
over the Internet. AT&T, BT Group, and 
others already offer Net-based phone 
systems. Skype is developing an incen¬ 
tive program to encourage ShoreTeJ and 
Cisco to recommend its service, possibly 
by sharing revemi 狀 or offering commis¬ 
sions. That may hdp! but Skype will still 
need to compete for attention* "Skype is 
one of" Cisco's relationships, Mark 
Monday* a vice-president there who 
oversees the small business group. "But 
it’s not the only one." —Joseph Galante 

刊 e ftoffam ' 的 e Skype hopes to work with Cisco 
andShoreJet to make inroads into the 支 203 bitiion 
corporate telecommuniGathns market. 
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A BBW50 Update 

Are Nv 細 a’sChips 
Going Stale? 

► The stock is off 44 percent after 
product delays and misfires 

► "The new stuff that is out there is 
really! really good" 

Nvidia, a Bloomberg Businessweek 
50 company, makes computer graph¬ 
ics chips and expansion cards that hdp 
gamers evade realistic zombies and 
aliens. That hasn't helped the compa¬ 
ny escape the fusillades of investors. 
Wall Street has reacted to a string of bad 
news-postponed product launches, a 
nasty lawsuit, a bad bet in mobile-by 
shooting down Nvidia’s stock, which is 
off 44 percent this year, making it the 
worst performer in the Nasdaq 100, 

The drop in the company ’s stock 
hasn’t dented the confidence of Nvidia 


CEOJen-Hsun Huang，who says his 
graphics chips are on the rise. In April 
the Taiwan-born founder of the compa¬ 
ny told analysts that the "vast majority of 
the world'" recognizes Nvidia as a "world 
leader in visual computing." Such state¬ 
ments don't always help him in the eyes 
of investors, says Hans Mosesmann, an 
analyst at Raymond James. 

Nvidia's main business is design¬ 
ing high-end computer chips that pro¬ 
cess the movie-like images in computer 
games. This year the Santa Clara (Calif.) 
company introduced Fermi, which 
promised game designers more process¬ 
ing power . "]化 the most forward-looking 
architecture out there by 拉 r," says Dan 
Vivoli ， Nvidia's senior vice-president for 
marketing. Forward-looking，but not on 

The only major products to 
use Tegra chips have been 
Microsoft 之 Zufieplayer and 
itsdiscoiitinueci Kin phone 


time: The $200, consunicr-oriented ver¬ 
sion of the chip debuted only last week, 
six months later than originally planned. 

Nvidia also makes components 
called chipsets, semiconductors 
that communicate with the comput¬ 
er's central processing unit-i.e., the 
brain. Intel, the largest seller of CPUs, 
stopped licensing Nvidia’s chipsets in 
February 2009-a move that means 
Nvidia’s chipsets won’t work with 
future Intel CPUs, effectively locking 
it out of the market. Nvidia sued Intel 
for breach of contract in March 2009. 
"The Nvidia decision to exit the chipset 
business was their business decision ， 
and we have no comment," says Intel 
spokesman Chuck Mulloy. 

Regardless of the outcome of the 
Intel suit, growth will come not from 
chipsets, says Chris Caso, an analyst at 
Susquehanna International- Nvidia's 
future hinges on chips built for mobile 
phones and supercomputers-and the 
company has yet to prove it can success¬ 
fully compete in those markets. 


Who says you can't be big and nimble ? 心 
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Nvidia's Tcgra chip is a case in point, 
Nvidia designed the chip to function as 
the brain of smartphones and has touted 
it as a rival to Qualcomm's Snapdragon, 
used in HTC smartphones, and Texas 
Instruments' OMAP, which powers Mo¬ 
torola Droi 化 .To date, the only major 
products to use Tegra have been Mi¬ 
crosoft's Zune music player and its Kin 
phone，which lasted just six weeks on the 


market before being discontinued. 

Vivoli points out that an updated ver¬ 
sion of Tegra will appear later this year 
in phones running Google’s Android 
operating system. Nvidia says it spent 
too much time fine-tuning Tegra chips 
so they work with Microsoft products. 

Nvidia is also going after chips for su¬ 
percomputers used in academic research 
and industries such as oil and gas explo- 
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ration, [t had a victory earlier this year 
when the Nebulae, a supercomputer in 
Ghina powered by Nvidia's Tesla chip, 
was ranked the second-fastest machine 
in the world. Tesla has yet to make a sig¬ 
nificant impact on earnings, however. 

Despite the string of bad news, Mo- 
sesmann sees brighter days ahead. 

"The new s 山庁 that is out there is 
really, really good," he says，speaking of 
the company’s new graphics cards. Al¬ 
though exact sales figures aren’t avail¬ 
able, graphics cards based on Nvidia’s 
new Fermi chip are best-sellers on e- 
commerce sites popular with gamers 
such as TigerDircct and Newegg. 

While Nvidia may once again be the 
top choice of the gaming crowd, inves¬ 
tors want to see progress in the business¬ 
es Nvidia is pushing into, says Susque¬ 
hanna's C 姐 o- "At this point, because 
they’ve focused the Street on Tesla and 
Tegra, they need to deliver." —Ian King 

柿 e bottom tin 色 After a speff of product delays 
and bad b 白 fs, Nvidia is counting on thG mobiie and 
supercomputer markots for future growth. 
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Counterfeiting 

Microsoft Crosses 
Swords with Pirates 

^ A high-tech tab 'fingerprints" discs 
and traces them to cnminals 

► With no crackdown, "a small break 
in the dam will become a gusher" 

At a crime lab in Dublin, Microsoft's 
Donal Keating uses a ciistonvbuilt 
microscope to take 72 high-resolution 
images of a counterfeit so 托 ware disc, 
Just as police use ballistics to match 
bullets to a suspect's gun, Keating, the 
company’s senior forensics manager, 
will use the abrasions and grooves on 
the stacking ring, a raised ridge around 
the disc's center, to match it to other 
fakes. He'll then try to trace the coun- 
disc to the factory and the 
crime syndicate that produced it. 

The high-tech probing is part of a 
campaign by the world's largest soft¬ 
ware maker to vanquish counterfeit¬ 
ers. Microsoft employs 75 investigators, 
lawyers, and analysts — many with ex¬ 
perience in narcotics and Mafia cases— 
in nine lab 占 around the world. They’re 
armed with maps that help pinpoint 
where suspect products are bought or 
sei 沈 d by law enforcement, software 
that identifies 出 gita! fingerprints on 
discs, and a program that scours the 
Web for downloadable fakes. 


Counterfeiting probably costs the 
software industry about $10 billion a 
year In lost revenue, says John Gantz, 
an analyst at (DC who puts together an 
annual report on worldwide piracy. Mi¬ 
crosoft facsimiles likely represent the 
biggest piece of that, he says. 

Once Microsoft has gathered evi¬ 
dence about where fakes are coming 
from, it alerts local law enforcement. 

In 2007 the company helped Chinese 
authorities break up a syndicate that 
had generated $2 billion in counterfeit 
Microsoft products, (n December the 
company helped Indian police raid 
one of that country ’s largest resellers 
of Microsoft products, which was pair¬ 
ing legitimate goods with knockoffs to 
boost profits. 

David Finn, Microsoft's associ¬ 
ate general counsel for antipiracy, set 
up the unit in 2000, shortly after the 
company lost what it expected to be 
a straightforward counterfeiting case 
in England. The judge said Microsoft 
hadn’t provided enough evidence to 
prove that software discs were fake. 
Finn, who had prosecuted terrorists and 
drug lords in the U ， S. attorney's office, 
realized the company didn't know 
enough about collecting and present¬ 
ing evidence for a criminal case. "This 
is a large-scale criminal gang syndicate 
problem, and Microsoft's conventional 
legal resources were not going to be able 
to meet the challenge/" says Finn. 

Ballistics matching can be done only 
on a special microscope in the Dublin 


crime lab - a probjem in jurisdictions 
that require criniinal evidence to stay 
in country. So Microsoft has started 
using a newer method of tracking discs 
that requires a standard computer, a 
CD drive, and some software. The tech¬ 
nique involves identifying digital traces 
left behind by the laser that stamped 
the disc. 

Incrcasingiy，pirated software is 
downloaded from the Internet，so the 
unit also uses so 托 ware that scans the 
Web looking for illicit Microsoft prod¬ 
ucts, Three weeks ago the team found 
a site that offered to convert free trials 
of Office 2010 into full versions* Micro¬ 
soft found It contained malicious code 
that could harm computers, according 
to Peter Anaman, online piracy senior 
program manager at Microsoft. The 
software has been removed. 

While successful prosecutions 
hobble organized crime syndicates 
temporarily, many of the gangs come 
back or are replaced by newcomers. 
Microsoft officials believe the Chinese 
syndicate busted in 2007 has already 
reemerged. "On 扣 you crack down on 
one group, it can crop up elsewhere/' 
says Robert Holleyman, chief execu¬ 
tive officer of the Business Software Al- 
HancCj a trade group. "But you need to 
crack down—otherwise a small break m 
the dam will become a gusher," 

— Dina Bass 

The bottom Urn Mhrosofi employs digital forensics 
旦口 d other technologies to help /aw-e 口怕 rcemeot 
siuthoritfGs bust counterfeiter syndicates. 



To Catch a Counterfeiter 

A Microsoft lab )n Dublin uses ballistics 
technology to identify counterfeit software 
discs. The machine 乙 an trace a CD back to 
且 factory or crime syndicate. 



Magnifying 


The microscope zooms 
in on the outer edge 
oJ ihe Slacking ring, a 
raised ridge around the 
disc's center iceaDi to 
keep stacked CDs from 
scratching each o 山 er. 


Photographing 


As the disc spins, 山 e 
madiioe sn 旦 p;72 
hi 封 i-resolution pictures 
stacking ring. 
They reveal grooves 
and blemishes created 
during manufacturing ， 


rdentification 


Software analyzes ihe 
grooves, … hicii are 
unique 10 the mold used 
lo make the CDs. That 
helps investigators trace 
the disc toils origin. 
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Computers 

IBM Mainframes: 

Boring But Profitable 

► The bulky, powerful machines a 巧 
still a high-margin business 

► IBM 'tends to sell IT software 
products" around mainframes 

Under its Chief Executive Officer Sam 
Palmisano, IBM has expanded relent¬ 
lessly into lucrative realms such as 
computer services and software. So 
mainframe computers would seem 
as outdated as punch cards. Not so. 
True，these big computers bring in only 
about $3-4 billion a year in sales，on av¬ 
erage, less than 4 percent of Big Blue's 
total revenue, analysts estimate. Still, 
mainframes area high-margin business 
and gcoLTatc additiOTial software and 
service revenues that IBM covets. 

In September, the Armonk (N.Y.) 
company will start selling the zEnter- 
prise, its latest model, which starts at 
about $1 million. Lou Misdoscia, an an¬ 
alyst for Collins Stewart, estimates the 
machines carry profit margins of about 
70 percent, vs. a 46 percent margin for 
the company as a whoJe. (IBM doesn’t 
disclose mainframe sales or profits.) 

IBM "tends to seH additional IT so 托 - 
ware products and services around the 
mainframe " says Chris Whitmore, an 
analyst at Deutsche Bank. When IBM 
introduced each of its last five main¬ 
frames, sales in Big Blue's services divi¬ 
sion jumped by an average of 3 percent 
in the following two quarters, accord¬ 
ing to an analysis by Whitmore, [f the 
2008 update, which came during the 
credit crunch, is excluded, the boost is 
9 percent. 

Most mainframe purchasers are big 
companies in data-intensive industries 
such as finance and insurance. With the 
zEnterprise line, which IBM says is easier 
to maintain and more energy-efficient 
than past models, the company is trying 
to reach out to new customers, especial¬ 
ly in developing markets. These big ma¬ 
chines may not be IBM’s most glamorous 
business, but they，re a critically impor¬ 
tant one. O — Katie Hoffmann 

ThG bottom ii 打 e Big 恤化 which represents oniy 
4 p^rcGiit of 恨 M’s revenues, helps the company self 
互 dd 故 onat software and serv/ces. 


Innovator 


Marissa Evans 



The former marketer started 
GoTry It On, a website that 
uses instant online feedback 
to help solve a daily dilemma ： 
What to wear? 


The wisdom of online crowds has helped 
people make a lot of decisions, like 
what restaurant to try (visit Yelp's am- 
ateur reviews) or band to listen to (go 
to OurStage). Marissa Evans is bringing 
crowdsourcing to another daily dilem¬ 
ma: what to wear. Last year the 26 year- 
old Harvard Business School graduate 
quit her job at a digital marketing firm 
and began working full-time on Go Try It 
On, a New York-based website that allows 
users to post photos of themselves on the 
site and get fast feedback about their out:- 
fits from the masses. "I live alone now" 
says Evans ， "1 thought there should be 
a way to leverage technology to get this 
advice quickly." 

Go Try It On, which debuted in March, 
attracts about 50,000 unique visitors per 
month. Users upload their photos ， usu¬ 
ally cropped at the neck or with the face 
blurred, and append a brief message about 
their intentions for the outfit, ("Company 
party with white theme，" wrote Sasha H.) 
Others then vote it up or down and leave 


comments. Ideally, the user gets a near¬ 
instant verdict from unbiased observ¬ 
ers. The site awards virtual "fashionista 。 
badges to the most helpful advice-givers. 

There are other sites, including Style- 
Diary and Fashism, that let people share 
photos of clothes，but they are more 
geared to the fashion-obsessed. Go Try 
It On's goal is to bring speedy help to a 
larger audience — "anyone who has to 
get dressed in the morning，" says Evans. 
About 80 percent of the site's photos 
come from women. 

Evans is funding her company with in¬ 
vestments from friends and 杠 mily. The 
challenge will be to attract enough use 。 
willing to offer advice on short notice. She 
says she’s planning to release m iPhone 
application to bring the service into store 
dressing rooms. A staff of 10 monitor the 
site to keep it free of snarky comments 
and inappropriate photos, "I’ve been 
really proud of the quality," she says. 

joydeep Dey, who works in advertising 
for Google in New York, says he visits Go 
Try It On daily to vote on other people\s 
outfits and uploads his own photo once 
every couple of weeks. He recently tried 
out a pair of red Tretom rain boots that h e 
thought looked "great/，His peers on Go 
Try It On disagreed. The boots "went on 
eBay really quickly," Dey says. 

The next challenge for Evans ： Make 
money. She wants to sell ads，and hopes 
to take advantage of links to products in¬ 
serted by some commeiiters. The plan is 
to persuade stores and designers to pay a 
commission when users follow those links 
and make a purchase. She also envisions 
sponsored events such as a "Macy*sgo-try- 
on-a-little-black-dress*" contest. 

When this reporter tried the site to 
pick a tic, one response came back in 40 
minutes before I left for work. By midday, 
扫 0 voters chimed in and voted for a sol¬ 
id-color tie over a floral alternative. Com- 
TTientcrs didn’t hold back; one called my 
look "old mannish/" © — Ira Boudway 



Background Grew up near Boston; MBA from Harvard_ 

Target customer "Anyone who has to get dressed in the morning" 
Business plan Ads, sales commissions, corporate-sponsored events 
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Markets&Finance _ 

The Rush to Hedge Against 
Black Swan Events 



A boom in funds that offer protection from market calamities 
"Now it just seems briiliantiy misguided," says a skeptic 


Wall Street's hottest new product is fear. 
Pimco, Deutsche Bank ， and Citigroup 
are among firms offering clients protec¬ 
tion against "long-tail 。 risks-extreme 
market moves that Wall Street's finan¬ 
cial models fail to anticipate. In what 
Morgan Stanley strategists say is an in¬ 
dication that more investors are seeking 
insurance against financial turbulence, 
they estimate there was as much as a 


fivefold increase last quarter in trading 
of credit derivatives that speculate on 
market volatility. 

The growing interest in catastro¬ 
phe insurance shows that investors still 
haven’t recovered from the Lehman 
Brothers bankruptcy on Sept, 15,2008, 
which erased $20.3 trillion in stack 
market value worldwide and caused 
credit markets to freeze. Recent events 


such as the May 6 stock market rout that 
briefly sent the Daw Jones industrial av¬ 
erage down almost 1,000 points have 
added to the anxiety. 

High unemployment, housing woes, 
and slow growth in the U.S. continue to 
keep the markets unsettled. Everyone 
is starting to realize that this is going to 
be a much longer, much more difficult 
path to recovery,。says William Cun¬ 
ningham, head of credit strategies and 
fixed-income research at State Street's 
investment unit in Boston, which over¬ 
sees almost $2 trillion. "It，s really quite 
fragile and vulnerable in a way that we 
haven't seen in our lifetime" 

The term long-tail risk is derived 
from the outlying points on bell-shaped 
curves that forecasters use to plot the 
probability of losses or gains in a given 
market. The most probable outcomes lie 
at the center. The least probable, such 
as a decline of S percent in an index 
that most days rises or falls by less than 
0.25 percent, are plotted at the "taH，。or 
the end of the curve. The greater the de¬ 
viation, the longer the tail. 

Before the 2008 financial crisis, 
author Nassim Nicholas Taleb warned 
bankers that they relied too much on 
probability models and had become 
blind to potential cataclysms, which he 
labeled black swans. That's a reference 
to the widely held belief that only white 
swans existed-that is, until black ones 
were discovered in Australia in 1697. His 
2007 book, The Biadc Swan, contends 
tail risks are becoming more severe. 

The increasing frequency of events 
that fall on the fringes af probability is 
prompting pension fund managers and 
other institutional investors, who once 
shunned costly hedging strategies, to 
reconsider. The Indiana Public Employ¬ 
ees" Retirement Fund, which manag¬ 
es $14.1 billion, asked financial institu¬ 
tions in January to send information on 
a tail-risk management program that 
would protect it against "a 打 extreme 
market down 山 

"People are trying to move 
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beyond historic notions that tail-risk 
events are so infrequent on the one 
hand，and so extreme on the other 
hand, that there is nothing you can do 
about them；' says Eugene A. Ludwig, 
who started Washington-based risk 
managemenl firm Promontory Finan¬ 
cial Group after serving as U.S ， Comp¬ 
troller of the Currency under former 
President Bill Clinton. 

Pimeo Chief Executive Officer Mo - 
hained A. El-Erian developed tail-risk 
strategies when he was manager of Har¬ 
vard University’s endowment in 2006 
and 2007. Pimeo, which manages about 
$K1 trillion, opened its first mutual fund 
aimed at ininimlzirig risks from system¬ 
ic shocks in October 2008. The Pimeo 
Global Multi-Asset Fund, co-man- 
aged by 臣 1-Erian and Vineer BhansaJi ， 
had about 7 percent of its $2.1 billion in 
assets invested in the SPDR Gold Trust 
as of Mar ‘ 31. It also held put options, in¬ 
cluding some on S&P 500 index future 占 
that would pay o 汗 if the benchmark fell 
below 700 by December, Pimeo is using 
tail-risk strategies m many of its funds, 
says BhansalL "You don’t want to try to 
be too smart in trying to forecast what 
is going to happen and which hedge 
is going to perform better," he says. 
"What you want to do is accumulate 
cheap protection," 

Deutsche Bank is marketing a tail-risk 
hedging index that gains in value when a 
gauge of stock-market volatility increas¬ 
es, according to materia! the bank sent 
to clients. The so-called Equity Long 
Volatcltty Investment Strategy ， 加 
ELVIS, uses derivatives called variance 
swaps linked to the Standard ^ Poor’s 
500-stock index. These swaps increase 
in value when market turmoil hits and 
arc designed to provide some insurance 
against a cataclysmk selloff* 

Demand for such tra 出 ng strategies 
prompted Citigroup to hire John Liu, a 
former employee of the In 出 ana pension 
fund, about two months ago to advise 
pension plans, endowments, and foun¬ 
dations on tail-risk hedging, according 
to a prospective investor who declined 
to be named because the hire hasn't 
been publicly announced. 

Other asset management firms that 
hedge against Armageddon events in 
the market arc creating funds to take 
advantage of demand. Pine River 
Capital Management, a Minneton¬ 
ka (Mimi.) firm with $2.1 billion under 


management, started the Nisswa Tail 
Hedge Fund last month, according to a 
June 15 filing with the Securities & Ex¬ 
change Commission, The partnership 
was formed at the request of inves¬ 
tors who wanted access lo the hedg¬ 
ing techniques used by Pine River’s pri¬ 
mary multistrategy fund, which gained 
40 percent during 2008 and 2009, ac¬ 
cording to cc-fbundcr Aaron Yeary. 

Still, investors should be wary of 
long-tail hedging products, says Eric 
P 別 roff, director of research at Wur 拉及 
Associates, a Seattle-based consulting 
firm that oversees about $30 billion on 
behalf of institutional investors. Prod¬ 
ucts that protect you 打口!!！ tail risk tend 
to crap up after the tail has occurred," 
he says. "Back in 2007 it made a lot of 
sense to hedge tail risk—but now it just 
seems brilliantly misguided." 

Taleb set up taiJ-risk hedge fund Em- 
pirica in 1999 and ran it for six years. 

He thinks the hedging strategies are a 
Wall Street fad that won’t last. Big pay¬ 
outs from long-tail insurance will be 
so infrequent that most money man¬ 
gers will lose interest. 'They will drop 
like flies,。says Taleb，now a profes¬ 
sor at New York University's Polytech¬ 
nic Institute. "They and their custom¬ 
ers will give up at some point. I’ve seen 
it before." Shannon D. Harringlon, 
Miles Weiss, and Sree Bhaktavatsalam 

The bottom line The financial upheavals of the past 
fewyoars have persuaded many b 妇 investors to bay 
protection against me 化 downs’ 
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'Pirate Pete' Says Steer 
Clear of Bank Stocks 

r The ex-risk officer decries 
Cameron’s "popular capitalism" 

- "The idea of encouraging people to 
invest "■ IS risky" 

Gordon Dickson learned something 
during his transformation from Bank of 
Scotland risk officer to “Pirate Pete," an 
eyepatch-wearing children's entertain¬ 
er: Don't invest in banks. 

The 62-year-old Glaswegian, also 
known as "Mr. Giggles,*" lost a miliioii 
pounds ($1.5 miliion) when the bank 
shares he’d bought over three decades 
collapsed during the financiaJ crisis. Now 
he advises fellow Britons to shun the 
proposed sale of taxpayer-owned shares 
in Royal Bank of Scotland Group and 
Lloyds Banking Group, dubbed the Peo¬ 
ple's Bank Bonus by the Conservative- 
led government '"I wouldn’t buy bank 
shares at the moment，" he says in an 
interview at his suburban home in Ren¬ 
frew, Scotland. Other people should also 
steer clear because share values won’t 
rise "fora long, longtime." 

Britain's new coalition government 
said in June that it plans to sell the bank 
shares to the public at a discount to 
foster what Prime Minister David Cam¬ 
eron termed "popular capi 枯 lis 打 s'" Gov¬ 
ernment figures show that the portion 
of all publicly traded shares held by in¬ 
dividuals fell to a record low of 10 per¬ 
cent at the end of 2008 from about 
20 percent in 1990, Margaret Thatcher's 
last year as Prime Minister. 

The credit crisis inflicted pain on 
British bank investors in two ways. 

Share values plunged, with the FTSE 
350 Index of Britain's biggest banks 
losing approximately $322 billion of 
market value between its February 2007 
peak and March 2009. Also, banks in¬ 
cluding Lloyds and RBS halted dividend 
payments in 2008 and have not yet re¬ 
sumed them. "Banks as we have found 
over the last few years are very vola¬ 
tile investments," says Colin Morton, a 
fund manager at Rensburg Fund Man¬ 
agement in Leeds ， England. "The idea 
of encouraging people to invest in one 
bank, even at a 出 scount, is very risky." 
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"The top tiers 
of management 
today could be 
described as 
pirates" 


Dickson suffered months of depres¬ 
sion and an end to his early retirement 
as dividends dried up during the crisis. 
He turned to "Pete the Pirate " a chil¬ 
dren's party character he’d created as a 
hobby, as a way out of his financial bind. 

am ashamed to be known as a banker. 
I am much happier being known as 

Tete the Pirate/" 


Market value 
lost by big aK. 

banks from 
February 2007 
to March 2009 


says 防 cksem, a 
married father of 
two whose home is 
filled with pictures 
of his daughters. 

"I think the people 
at the top tiers of 
management today 
could be described 
as pirates." 

Dickson joined 
Bank of Scotland in 
1965 right after he left school. He ended 
his career as a senior risk officer a year 
be 杞 re the bank’s merger with HalifaK 
Building Society created HBOS in 2001. 
The combined entity came close to col¬ 
lapse in 2008 and was taken over by 
Lloyds. Dickson says he is still in shock 
at the disappearance of HBOS. In part, 
that’s because its predeire 站 o。Bank of 
Scotland, was founded in 169 日 and sur¬ 
vived every previous crisis, including 
the occupation of Edinburgh by Bonnie 
Prince Charlie's army in 1745, when it 
was forced to close ite doors temporarily. 

The pirate says he enjoys his new 
career- He charg¬ 
es about $300 per 
event and some ¬ 


times works seven days a week. He's 
been hired to perform at a range of oc¬ 
casions, including this month's Scot¬ 
tish Open golf tournament at Loch 
Lomond，where he entertained the 
players' children with magic tricks, 
puppet shows, games, and dancing. 

The government has about $109 bil¬ 
lion invested in bank stock after rescu¬ 
ing RBS, Lloyds, and Northern Rock 
during the financial crisis. In return for 
taxpayer support, Britons "would have 
the chance to buy shares in the state- 
owned banks at a discounted price," the 
Conservatives said in February. "Special 
offers would encourage younger people 
and those on modest incomes." 

The public sale would be one way 
for the government's 批 percent stake in 
RBS and 41 percent holding in Lloyds to 
be returned to private ownership. There 
is no timetable for the sales. Opposition 
Labour party politicians have attacked 
the People's Bonus policy as a gimmick, 
warning that the plan offers a poor 
return to taxpayers and describing it as 
an attempt to buy votes. 

Dickson acknowledges that as a risk 
officer he should have known to spread 
his investments acrass more sectors. 

"A lot of it was my own fault, having so 
much trust and faith In the organization 
and not realizing life had moved on," 
says Dickson. "In my wildest dreams I 
could not imagine that this could have 
happened." — Andrew MacAskill 

The bottom ime Dickson says others should 口 o( 
厂叩姑 f the mistaks he made in assuming bank sfotifcs 
were safe investwents. 


Investing 

Cash-Rich Companies 
Are Raising Dividends 

- 户 hWp Morris and News Corp. may 
boost payouts in coming months 

Russell 3000 dividend changes 

Cu^ 

Q2 ’09 - - 11,8% 

Q2'10iH 1 迎 y 。 

Raise _ 

Q2 '09 一 ^2% _ 


14,5% 


DATA. BLQOM&ERG 

Companies that hoarded cash during 
the recession and ftnanciaJ crisis are 
giving a bit more back to shareholders. 
About 15 percent of the companies in 
the Russell 3000 index, which includes 
the 3,000 largest publicly traded US. 
companies, raised their dividends last 
quarter, double the percentage a year 
ago. And the trend will continue, ac¬ 
cording to Bloomberg's latest dividend 
forecast, with 14 percent of Russell 3000 
companies likely to boost their payouts 
during the next three months, up from 
9.7 percent in the same period last year. 

(n the aftermath of the global eco¬ 
nomic collapse, "there was real uncer¬ 
tainty and fear, and even companies 
with tens of billions of cash were unwill¬ 
ing to do much with it,” says Kcnnard 
Allen, manager of T，Rowe Price's Sci¬ 
ence & Technology fund. "Companies 
have felt be 托 er about their business in 
the last couple of quarters," 

Russell 3000 index companies have 
$2.9 trillion in cash and short-term in¬ 
vestments, 19 percent more than the 
year before, according to the latest 
quarterly data compiled by Bloomberg. 
"Companies have so much [cash], and 
they’re looking for different ways to put 
It back to work," says Walter Todd, who 
helps manage $800 million at Green¬ 
wood Capital. 

The trend is even playing out in the 
tech sector, not generally known for 
lush yields. IBM announced a dividend 
boost of 18 percent in April, almost dou¬ 
bling last year’s increase. Chipmaker 
Analog Devices also had an IS percent 
hike. Looking ahead, Philip lUlorris In¬ 
ternational may lift its dividend 10 per¬ 
cent this quarter, according to 
the Bloomberg forecast, which 
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demanded money, 
claiming she had 


is based on seven criteria, including a 
company's guidance and dividend histo¬ 
ry. The Bloomberg analysis also suggests 
that News Coip., owner of The Wall 
Street 細 rna !，will increase ibi dividend 
20 percent in the quarter, while Virgin 
Media and cruise ship operator Carni¬ 
val will lift their payouts by 扫 0 percent. 

Todd recommends dividend-pay¬ 
ing stocks to investors as a way of earn¬ 
ing yields similar to Treasuries, with 
the bonus of a potential appreciation in 
share price. 白 loomberg forecasts that 
yields for utilities, financial, and com¬ 
munications stocks will be more than 
378 percent this quarter Technology, 
consumLT, basic materials, and ind 化 tri- 
al companies are likely to pay more than 
2 percent. Yields on the benchmark 10- 
year Treasury note are below 3 percent. 
"You've got dozens of large-cap names 
with dividend yields in excess of Trea¬ 
suries" says Tod 止 "To me it just makes 
a lot of sense to use some of these 
names as substitutes for fixed income" 

Bahl 8l Gaynor Investment Counsel, 
which has $2.7 billion under nianage- 
ment, invests only in dividend-paying 
stocks. "Dividends arc and have been a 
crucial part af the stock market's total 
return," says Matt McCormick, a port¬ 
folio manager at the firm. "The way 
people are starting to pay attention to 
them，" says McCormick, "it’s almost 
like they’re discovering one of the lost 
gospels." —Mark Clothier 

The bottom tine With growing amounts of cash on 
hand, companies are increasf 口 g dividends to return 
money to sharehoiders. 
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Italy Sets the Pace in 
Bank Robberies 


The country accounts for more 
than half of Europe’s hefsts 

"I didn't know how to get by with a 
small child," says one thief 

Italy's biggest banks rank no higher 
than ninth in Europe by market value. 
They come in first by another yard¬ 
stick ： robberies. Italy recorded 1,744 
bank robberies last year, more than 
six times the number in Germany and 
20 times the UK. figure，according to 



a June 30 report by FIBA, the Italian 
bank employees' union. The country's 
banks lost 串 47-5 million to thieves last 
year，according to data compiled by 
Italian banking association ABL Bank 
robberies in Italy accounted for almost 
half of such thefts in the European 
Union kst year. 

Most Italian bank robberies are 
small-time jobs, with two out of three 
heists bringing in less than $20,000 ， 
according to ABL Many of the per¬ 
petrators are amateurs, often armed 
with little more than knives. A 41-year- 
old mother robbed three banks in 
the Turin area in one day in May with 
her seven-niDnth-o3d baby in tow, 

"I haven't got a steady job/" she told 
police when she was arrested after her 
fourth attempted holdup of the day. "I 
didn't know how to get by with a small 
child/" Police have declined to disclose 
her identity. 

Italian banks spend more than 
$900 million a year on antitheft equip¬ 
ment such as closed-circuit cameras 
and alarms, says Alessandro Spa 雜 iari, 
FIBA's national secretary in Rome. He 
adds that only a little of that money goes 
to smaller branches, since those loca¬ 
tions have relatively limited amounts 
of cash. The abundance of branches 
in neighborhoods with minimal police 
presence makes Italian banks easy pick¬ 
ings. Intesa Sanpaolo, Italy's biggest 
bank by branches, has 5,921 outlets in its 
home market, more than twice as many 


as France's BNP Paribas and about 
1,000 more than Banco Santander has 
in its Spanish network. 

The ABI is trying to get Italians, who 
like using cash, to switch to credit cards 
and other noncash instrument to im¬ 
prove security and bring Italy in line 
with the rest of Europe. Italians make an 
average of 66 noncash transactions per 
person every year, about one-third the 
euro zone average and four times less 
than in Britain, according to a Bank of 
[taly report. Says Pierfrancesco Gaggi, 
head of infrastructure at ABI: "The less 
that cash circulates in branches, the 
fewer robberies we’l! have .。 

山 Sirletti and Flavia Rotondi 

The bottom iine Italy's 旦 bunc/ance of hank branches 
(n areas with low poiice presence means robbers 
havG ptonty of potential targets. 


Quoted 


"i, for one, am more or less willing to throw 
in the towel on behalf of inflatron.... Even 
if we get intermittently rising commodity 
prices … the downward 
pressure on prices from 
weak wages and weak 
demand seems to me now 
to be much the larger factor." 

— Jeremy Grantham, 
chief investment 
strategist^ money 
management firm GMO 
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There's an unspoken agreement in America f/iaf each generation should leave this country in better shape than 
it Maybe that's why the US economy has been growing since the Industnaf Revolution. Everyone tries 
to do their part. If you believe this covenant stfft exists today, consider the SPDR 换 口 ow Jones fndustriaf 
Average ETE With 30 of America's blue-chip companies, it acts as a beiiwether of the US economy. All 
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wrapped up m an ETF you can buy, hold and sell with the precision of a single stock. Visit spdrs.com and learn how 
to turn your sweat equity into real equity. 
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Precise in a world that isn't ： 


圍 State Street, 


LISTED 


NYSE 

ARCA 


Before investing, carefully consider the funds' investment objectives, 
risks, 沈 arg 的 and expenses. To obtain a prospectus or summary prospectus, 
which contains this and other information, call 1.866,787.2257 or visit 
www.spdrs.coin. Read It carefully. 


ETFs trade like stocks, are subject to investment risk，including short selling and margin accooot maintenance, apd will 巧 u 巳 tuate in market value. 
Prior to March 1 st 20 化 the SPDR® Dow Jones Industrial Average ETF was known as the Dow Diamonds ETF 


"SP 加 E'" is a registered trademark of Standard & Poors Financial Services, LLC ("S&n and has been licensed for use by State Street Corporation. INI 曰 financial product 
曰 ffered bv State Street or its affiliates is sponsored, endorsed, sold or promoted by S&P 

"D 日 w Jon 自 s 气 "The D 日 w 巧 V‘ Dow Jones Industrial Averages"" and "DJIA®" are trademarks of the Dow Jones & Company, Inc. ("Dow J 日 nes" j and have been licensed for use by 
State Street Bank and Trust. The Products are not sponsored, endorsed, sold or promoted by Dow Jones and Dow Jones makes no representation regarding the advisability 
of investing in the Product 

ALPS Distributors, Inc., a registered broker-dealer, is distributor for ttie SPOR DJIA Trust, a unit investment trust. 
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Bank Profits Are Worse 
Than They Look 

- Two accounting adjustments made 
the bottom line bigger 

- 'Tve always called that ink on 
paper," says 防 mon 

Four of the six largest US, banks posted 
profit declines in the second quarter 
Goldman Sachs had the biggest drop— 
82 percent-partly because of a wrong 
bet that markets would become less vola¬ 
tile. Goldman also had to pay $550 mil¬ 
lion to settle daims by U.S. regulators 
that it misled investors when creating se¬ 
curities linked to subprime mortgages. 

Results far the big banks would have 
been worse without a pair of accounting 
adjustments worth a totaJ of $8 billion 
of additional revenue ： a reduction m 
money set aside for bad loans and gains 
resulting, paradoxicaJly, from the lower 
market value of the 丘 rms' own bonds. 

Bank of America, JPMorgan 
Chase ， and Citigroup booked gains of 
about $1.5 billion each by reclaiming 
money they had set aside to cover loan 
losses; they did so at least partly based 
on changes in internal estimates of future 
defaults. At Bank of America, the larg- 


Accounting for earnings 

Loan loss and bond adjustments boosted 
big bank profits this quarter. 

(bilUous of dollars) 

Bank of America 

細 

Citigroup 


3.54 

GoJdman Sachs 

麵 1.45 
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Morgan Stanley 
运 1 .倘 

Wells Fargo 

'化 W / 打从"•林 W 说 ") fJ 

4*7 

Debi valuaiion adjusLitienis 
■ Cain from reduced I 朋 n kiss Kserv 的 
Tola] pretax income 
DATA ； COMPANY 化 POM 宜 


Drawing Board 



細 OUR 脚 V nNAKIAT^ag^ 

羅淵総 縣幽 


/VmEY 


est U.S, bank，the change accounted for 
38 percent of pretax The share 

was 21 percent at JPMorgan, the second- 
biggest bank, where Chief Executive 
Officer Jamie Dimon urged investors to 
discount the gain. While a reduction in 
estimated loan losses is good, "we don’t 
consider that earnings/，Dimon told an¬ 
alysts on July 15. "I’ve always called that 
ink on paper, [t means nothing, O.K.?" 

The six banks, which aiso include 
Morgan Stanley and Wells Fargo, 
booked more than $3 billion of "debt 
valuation adjustments/" or DVAs, based 
on an accounting rule adopted in 2007 
that lets them mark their own bonds to 
market value. The rules reflect the pos¬ 
sibility that they could buy back their 
debt at a discou 加一 somethin 县 they 
rarely do. At Morgan Stanley, DVAs 
added 串 750 million to revenue, account¬ 
ing for 45 percent of pretax income. 

Such gains helped mask a decline 
in the earnings that matter-interest 
income, or the difference between the 
interest a bank collects and what it pays 
out. 艮 ank of America's interest income 
fell by 6,2 percent from the first quarter, 
to $12.9 billion, as its loan book shrank 
by 2 percent. Fewer consumers are 
choosing to add to their debt loads, so 
"core revenue growth is difficult," Bank 
of America CEO Brian Tl Moynihan told 
investors on July — Bradley Keoun 
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The bottom /me Accounting adjustments are 
making bank earnings look b 巧"邱 e 側日 s a sluggish 
economy makes It hard to increase lending. 
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Capitol Gridlock Could 
Spark a Stock Surge 

• Republican control of the House 
couid be bullish for stocks 

- The S&P 500 rose 6,7 percent m 
the year after the 2006 elections 

President Barack Obama has already 
presided over the biggest stock-niar- 
ket rally during the start of a Presiden¬ 
cy since Franklin D, Roosevelt in the 
1930s. Now, if election year history is 
any guide，stocks are poised for further 
gains, though for reasons Obama prob- 
aWy wouldn’t like- Should Democrat- 
ics fare poorly in this fall's midterm 
elections and lose control of the House 
to Republicans, stock investors could 
view the resulting split government as 
a positive. 

"Markets love gridlock," says Ken 
Fisher, who oversees 怔 billion in 
Woodside ， Calif" as chief executive of^- 
ficcr of Fisher Investments. "What the 
markets want to see is no change ： less 
legislation that engages in changes in 
taxes, spending, regulation, or proper¬ 
ty rights." The billionaire Fisher expects 
the market to stage a rally even before 
the midterm elections. Bets made on 
Intrade，a Dublin-based prediction 
market, show a 54 percent chance Re- 
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publicans will take the House. 

How big are the potential stock-mar¬ 
ket gains? The S 咖 hard & Poor’s 500- 
stock index has advanced 15 percent 
on average in years when there was a 
Democratic President and Republican 
majority in Congress，the most of any 
combination, according to New York- 
based SIrategas Research Partners. 

The S&P 500 gained 6J percent in 
the 12 months after the 200 目 midterm 
election, when Republicans and Presi¬ 
dent George W. Bush lost control of 
both houses . [打 the 1994 congressio¬ 
nal elections under President Bill Clin¬ 
ton, Democrats gave up their majority 
in the House and Senate. That was fol¬ 
lowed by the S&P’s 34 percent surge in 
199 目 ， the biggest in 37 years，data com¬ 
piled by Bloomberg show- The chance 
that Democrats will lose their Senate 
majority this year is 18 percent, accord¬ 
ing to Intrade. 

The stock-market 呂 aim are even 
more impressive in the second year 
of a Presidency when viewed from a 
trough-to-peak perspective. The S&P 
500 index has surged 48 percent on 
average starting in the second year of 
each U.S. Presidential term, measured 
from its lowest level that year through 
the high in the third one, according 
to data compiled by Bloomberg that 
goes back to 1928. That compares with 
trough-to-peak 細 ns of 38 percent in 
other years. 

Midterm election cycles aside，many 
other factors will affect the market. 
Corporate earnings are key, and the 
outlook is good. S&P 500 companies 
are projected to increase profits 34 per¬ 
cent in 2010 and 17 percent in 2011, the 
fastest two-year gain since 1995, based 
on analysts’ estimates. 

On the flip side, America’s record 
budget deficits area negative for stocks. 
"The US. is going to have to deal with 
its debt issues, so we see that as a con¬ 
stant wall that the market and econo¬ 
my are going to have to slowly find their 
way through，" says Jason Pride, direc¬ 
tor of investment strategy at Glenmede, 
whose Philadelphia-based firm manag¬ 
es $18 billion，"I don't think you should 
make an entire investment decision on 
the Presidential cycle.*' 

— Kelly Bit 口 nd Lynn Thornasson 

The bottom iine Investors seem to tike gridlock ： 
Stocks do bGst when 化饼巧 's a Democrat in 化沿 White 
House 互 rtda 惦 pubf 把 an majorftyin Congress. 



Memorabilia 


Its not often that you see a stuffed animal priced in 
the six digits. Trigger, the golden Palomino that was 
Roy Rogers' sidekick, fetched $266,500 at a Chris- | 
tie’s auction in New York. The buyer was Patrick 
Go 打 sch，founder of RFD-TV, a TV network aimed 
引 rural America. Gottsch also paid $35,000 for ' 
Rogers' German shepherd, Bullet. 


Airlines Private Equity 


Pharmaceutica Is 


GlaxoSmithKline has 
agreed to pay over 
$1 billion to resolve 
more than 800 cases 
alleging that its Paxi! 
antidepressant caused 
birth defects in some 
users' children- accord¬ 
ing to people familiar 
with the setttemerits. 
That works out to an 
ave 口 ge of $1.2 mil¬ 
lion per family. Sorrie 
100 cases 旦 re still out- 
stan 过 ng. The drug- 
maker has set aside 
疫 2 .斗 bill bn to resolve 
litigation over P 且 xi| and 
its Avandi 曰 diabetes 
drug, which allegedly 
poses increased risks 
of heart attacks and 
strokes. 



Health 


Reckitt Benckiser is 
buying condom maker 
SSL International for 
$3.9 billion. Reckitt, 
a maker of household 
cleaners and over-the- 
counter drugs, is on a 
hunt for new sources 
of revenue because its 
fastest-growing prod¬ 
uct, heroin addiction 
drug Suboxone, will 
soon face competition 
from generic versions. 



$ 9.1 bn 

Emirates announced 
an order for 30 Boeing 
777-300ER aircraft at 
the Farnborough In¬ 
ternational Airshow. 
The Arab world's larg¬ 
est carrier is racing to 
expand its fleet of long- 
range jets as part of 旦 
plan to boost Du 虹 i as 
百 global air hub. Last 
month it ordered 32 
A380 sii 阳 rjumbos 
from Airbus. 


Personal Care 


tna 窜 6-7 billion shop¬ 
ping spree at the end of 
July, Washington-based 
buyout firm Carlyle 
Group announced three 
deals ovQr five days. 
Here's the itemized re- 
oeipti 拟义 billion for 
NBTX a Ronkonkoma 
(N.Y.)-based maker of 
vitamins and health 
supplements ； $12 bil¬ 
lion for Brazilian health¬ 
care company Grupo 
Quaticorp ； and ， togeth¬ 
er with TPG, $1.7 billion 
for Australian hospital 
chain Healthscope. 


London-based Candover Partners 
Is selling Belgian diaper maker 
Ontex for $16 billion to TPG and 
Goldman Sachs Groups private 
equity arm. Hard hit by the credit 
crunch, Candover shut down its 
leveraged buyout fund in January 
旦 mW a cash shortage and is 
in the midst of negotiations 
to sell [tself to a Canadian 
pension fund. 



Oil 


BR the British oil major battling a record oil spifl 
in the Gulf of Mexico, agreed to sell assets worth 
S7 billion in North America and Egypt to Apache. 
BP has said it will sell some 电 10 billion of assets 
over 12 months to fund compensation for damages 
from the accident. 


Telecoms 


Nokia Siemens Net¬ 
works, the worlds 
second-largest maker 
of wireless phone 
systems, is spending 
$12 biltbnto buy wire¬ 
less network assets 
from Motorola The 


deal will give the Finn¬ 
ish-German joint ven- 
山化 a bfgger foothoEd 


tn North America and 
Japan. Motorola is sell¬ 
ing the busin 台 ss as part 
of a breakup pEan that 
will see the struggling 
Schaumburg (ill)-based 
company spin off its 
mobile-phone and set- 
tap box operations into 
a separate company. 




Four magnums of Cha* 
teau Latour from the 
Bordeaux producer's 
historic 1961 vintage 
fetched $52,426 at a 
Sotheby's auction of 
fine wines in London. 
The 1961 Latour rates a 
perfect 100-point score 
from American wine 
critic Robert Parker 
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Lured by the idea of profiting from raw materials, 
investors put $277billion into commodity ETFs 
and related securities by the end of2009. 
Then they noticed a problem ： When commodities 
go up, the commodity ETFs often don't 
By Peter Robison, Asjylyn Locler,arid Alan Bjerga 
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t ike so many investors 
in the spring of 2009, 
Gordon Wolf needed 
to dig out of a hole. A 
68-year-old psychologist 
in Napa, Cal 在 ， Wolf was a 
buy-and-hold sort of guy ， 
yet the nest egg he had en- 
triLsted to his broker at Merrill Lynch was 
suddenly down by more than 50 percent. 
The broker had invested much of it in a 
range of exchange-traded funds, or ETFs, 
a relatively new financial innovation that 
was replacing mutual funds in the hearts 
and portfolios of many investors. 

An ETF，which can be bought or sold 
like a stock, attempt to track the price of 
a particular basket of assets-tech stocks, 
for instance, or high-yield bonds, or com¬ 
modities ranging from wheat to gold to 
oil to natural gas. The commodity ETFs 
were supposed to offer a hedge against 
equity losses, but in the crash of2008 ev¬ 
erything fell in tandem. Now it was early 
2009, and Wolf was watching oil fall to 
$34 a barrel That had to be an oppor¬ 
tunity, he figured，so he called his Mer¬ 
rill broker and asked about the U.S. Oil 
Fund, an ETF designed to track the price 
of light, sweet crude, "This seems to be 
something good，" Wolf told the broker, 
and had him buy about $10,000 of USO, 
What happened next didn’t make 
sense. Wolf watched oil go up as predicl:- 
ed, yet USO kept going down. In February 
2009, for example，crude rose 7.4 per¬ 
cent while US 白 feH by 7-4 percent. What 
was going on? Wolf logged on to Seeking 
Alpha, a financial blog，and searched for 
USO, He found plenty of angry discus¬ 
sion about the fund-lots of people were 
losing lots of money, because thoasands 
of American investors had seen the same 
sort of opportunity Wolf had. By the end 
of 2009, they had a record $277 billion 
invested in commodity ETFs and other 
securities linked to raw materials - a 50- 
fold jump from $5.5 billion a decade ear- 
licr, according to Barclays Capital. During 
that time. Wall Street had transformed 
the reputation of commodities from a 
hyper - volatile investment that can steal 
your shirt to a booster for battered port¬ 
folios, something that rose when stocks 
fell and hedged against inflation. People 
who would never think of buying a tanker 
of crude or a silo of wheat could now put 
both commodities in their 401 (k)s. Sud¬ 
denly everybody was a speculator, 

And some were losing big. The com- 


Underiying 
- commodity 
prices^ 


Agriculture 

’Docs not be 虹 f in the cost of 
slorino oommodiLi 抽 . which 
would |"wcr 9 □ 山 ol 巧 |u 响 


modity ETFs weren’t living up to their 
hype, and the reason had to do with a 
word Wolf had never heard before. As he 
browsed the blogs, he says, "I’m seeing 
people talking about something called 
corUan 另化 Nobody would define it/' Wolf 
called his broker and asked about contan¬ 
go. don’t know what it is," he replied. He 
called his other broker，at Charles Schwab. 
"He didn't know either，’，Wolf says. "He 
said he’d ask around." Weeks later, after 
Wolf educated himself, he fired his Mer¬ 
rill broker and pulled his money out. {Mer¬ 
rill and Schwab declined to comment.) 
By then he had lost $2,500 on USO, "IHt 
wasn't a rigged game," he says, 'i could 
figure it out. But it is a ri 雜 ed game." 

The Contango Trap 

Contango is a word 杜 aders aseto describe 
a specific market condition，when con¬ 
tracts for future delivery of a conimodity 
are more expensive than near-term con¬ 
tracts for the same stuft'. rt is common in 
commodity markets, though as Wolf and 
other investors learned, it can spell doom 
for conimodity ETFs, When the futures 
contracts that commodity funds own are 
about to expire, fund managers have to 
sell them and buy new ones; otherwise 
they would have to take delivery ofbilliorLs 
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of dollars" worth of raw materials. When 
they buy the more expensive contracts- 
more expensive thanks to contango—they 
lose money for their investors (see chart, 
page 扫 3) - Contango eats a fund's seed 
com, chewing away its value. 

Here's an example. The Standard Et 
Poor's Goldman Sachs Commodity Index 
(S&P GSCl)，which 杠 acks 24 raw materi¬ 
als, is the basis for as much as $80 billion 
of investment. Managers of funds linked 
to tile index, created by Goldman in 1991, 
have to buy their next-month futures 
contracts between the fifth and the ninth 
business day of each month. During that 
period in May 2010, fund managers sold 
con 片 acts for June delivery of crude oil 
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priced at 串巧 .67 a barrel, on average, ac¬ 
cording to data compiled by Bloomberg. 
Managers replacing those futures with 
July contracts had to pay 華 巧点 8 * After 
the roll period ended, the July contract 
fell back to $75.43. For each of the thou¬ 
sands of contracts, in other words, man¬ 
agers paid $4 for nothing-and the value 
of their funds dropped accordingly. 

Contango isn’t the only reason com¬ 
modity ETFs make lousy buy-and-hold 
investments. Professional fiiturcs traders 
exploit the ETFs，monthly rolls to make 
easy profits at the little guy's expense. 
Unlike ETF managers, the professionals 
don’t trade at set times. They can buy the 
next month ahead of the big programmed 
rolls to drive up the price, or sell before 
the ETF, pushing down the price inves¬ 
tors get paid for expiring hitures- The 
strategy is called "pre-roUing.，’ 

"I make a living o 斤 the dumb money," 
says Emil van Essen, founder of an epon¬ 
ymous commodity trading company in 
Chicago. Van Essen developed software 
that predicts and profits from pre-roll¬ 
ing. "These index funds get eaten alive 
by people like me，" he says. 

A look at 10 well-known hinds based 
on commodity futures found that, since 
inception, all 1 日 have trailed the perfor- 
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niance of their underlying raw materials, 
according to Bloomberg data. The biggest 
ail ETF, the U.S. OH Fund, which Wolf 
bought and which now has $1.9 billion in¬ 
vested in it, has dropped 50 percent since 
it started in April 2006-even as crude oil 
climbed 11 percent. The $2*7 billion US- 
Natural Gas Fund，offered by the same 
company, has pluimneted 85 percent 
sin 忱 i 拉 launch in April 2007 - more than 
double the 40 percent decline in natural 
gas. Deutsche Bank's PowerShares DB Ag¬ 
riculture Fund has eked out a 3 percent 
total return since January 2007, while the 
weighted average of its commodity com¬ 
ponents has risen 19 percent. To be sure, 
those spot prices—reported on cable busi¬ 



ness channels and other outlets - set an 
unreachable benchmark. If investors try 
to match the spot market using ETFs, they 
can get killed by contango. If they dodge 
contango by buying physical commodities 
instead, they must pay heavy storage costs 
that can easily turn gains to losses. 

The allure of commodity invest¬ 
ment has hit even the most sophisticat¬ 
ed investors. The California Public Em¬ 
ployees" Retirement System, the largest 
public pension in the U.S., has lost almost 
15 percent of an $842 million investment 
in commodity futures since 2007, ac¬ 
cording to its latest filings, depriving it of 
income at a time when it has sought tax¬ 
payer money to cover retiree benefits. It 
defends the investment as insurance that 
will pay off in the event of inflation. 

Just as they did with subprime mort¬ 
gage-backed securities, Wall Street banks 
are transferring wealth from their clients 
to their tradm 县 desks. "You walk into a 
casino, you expect to lose money" says 
GregForero, former director of commod¬ 
ities trading at UBS. "lt，s the same with 
these products. You’re playing a game 
with a very high rake, a v 灯 y high house 
advantage, and you’re not the house.'" 

Consumers Take a Hit 

Selling commodity investments has long 
required training in the futures markets. 
Selling commodity ETFs doesn’t, says 
Michael Frankfurter, managing director 
ofCervino Capital Management, a com- 
inodity tra 出 ng adviser in Los Angeles. 
Turning commodity futures into securi¬ 
ties unleashed a much larger sales force- 
stockbrokers selling a product many of 
them didn't understand, he says. Pas¬ 
sive buy-and-hold investors at one point 
in mjd-2008 held the equivalent of three 
years of production of soft red winter 
wheat. Wall Street's success in attractiiig 
those buyers boosted demand for futures 
contracts, which helped determine what 
consumers would pay for baked goods. 

Wheat prices jumped 52 percent in 
early 2008, setting records before plung¬ 
ing again, and sugar more than doubled 
last year even as the economy slowed ， 
forcing Reinwald\s Bakery in Hunting ， 
ton ， N.V., to fire five of its 32 employees. 
"You try and budget to make money，but 
that's becoming impossible to predict," 
says owner Richard Reiiiwald, chairman 
of the Retail Bakers of America. Cocoa fu¬ 
tures reached a 3C^year high early 
this year because of speculators. 
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'"You walk intoa casinOy you expect to lose money,"，[ 

says Greg Forero, former director of commodities 


trading at UBS. "^Ifsthe same with these products*^ 


How can the government allow that? People in_ 

our industry talk about it This has to come tolight**^B 


according to juergen Steinemann, chief 
executive officer of the world's largest 
maker of bulk chocolate, Zurich-based 
Barry CalJebaut. At the airport, the new 
$25 charge for checking a suitcase exists 
partly because airlines have to set aside 
cash to hedge against sharper ups and 
downs in oil prices, says Bob Fornaro, 
CEO of AirTran Holdings. "This has been 
very, very good for Wai! Street/" he says. 

Sponsors of commodity 巨 TFs and 
similar investments - indu 址 ng Deutsche 
Bank, Barclays, and U 芭 S—warn of the 
risks in their prospectuses. Those banks 
dedined to comment, but defenders say 
it's unfair to single out returns over any 
specific time period. "Diversification 
doesn't mean you’re always going to be 
up, but you spread the risk differently；' 
says Kevin Rich，a former Deutsche Bank 
executive who developed the first futures- 
based commodity ETFs in the U.S. 

Not every trader is comfortable with 
what Wall Street has done. Forero, 36, 
became director of commodities trad- 
ingat UBS in 2007 A New Yorker whose 
father was Colombian consul to the U-S -， 
he began his career at JPMorgan Securi¬ 
ties, then worked a scries of energy-trad¬ 
ing jobs before landing at UBS"s securities 
division in Stamford, Conn., where the 
Swiss bank operates one of the world’s 
largest trading floors. UBS had bought 
Enron's energy desk，so Forera sat among 
veterans of the disgraced company. 

UBS sold notes linked to futures and 
earned commissions handling the month¬ 
ly roll for clients such a*s USO, Forero says, 
adding that he didn't do the roil himself, 
("That was a different group；' he says.) In 
January 2009, stung by subprime losses 
that forced a Swiss government bailout, 
UBS shut its energy desk. For 针 。 and his 
w 祀 had a newborn daughter and a $1.2 
million Colonial in Norwalk, Conn. With 
no job，Forero holed up in hLs home office, 
sifting through data with a Hewlett-Pack¬ 
ard scientific calculator. He became con¬ 
vinced that the products he had sold were 
hurting investors and disrupting supply 
and demand for basic coiiiniodities. 

"I’ve always been a little naive, and 
maybe [ still am，" he says, "But how can 
the government allow that? People in our 
industry talk about it-cverybody knows 
about it. This has to come to light." 

The Birth of an Idea 

Bob Greer spent long days during the mid- 
1970s in the basement of a public library in 


Tulsa, going through rolls of microfilm. He 
painstakingly copied commodity prices 
onto yellow legal pads, then tallied them 
up on a handheld calculator-piecing to¬ 
gether the first investable cormnod 化 ies 
index. An economist and mathematician 
with a Stanford University MBA, Greer had 
worked at a commodities brokerage in 
Dallas, where he got the idea that raw ina 
teriak might belong in investment portfo¬ 
lios, alongside stocks and bonds, 

Greer's work in the library basement 
led to the publication, in 1978, of his first 
article on buy-and-liold commodity invest¬ 
ing in the 恥 urm! o/Portfblio M 幻 mi 容 ement. 
"Con 化 rvative Commodities ： A Key InHa- 
tian Hedge" outlined the benefits of pas¬ 
sive. unleveraged, long-only bets on raw 
materials. The idea didn't catch on, and 
Greer went into commercial real 姑化化 
At the time, everyone knew someone who 
had gone broke betring on soybeans, or a 
gold bug who hoarded coins against ca- 
tastrophe，he says. Commodity invest¬ 
ing wasn’t respectable. "People 边 d not 
believe that the words ‘coiiimo 出 ty’ and 
'investinenf belonged in the same sen¬ 
tence/" says Greer, now 63 and an exec¬ 
utive vice-president at Pimeo in Newport 
Beach, Calif. 

Greer had long since given up on his 
idea by 199!, when Goldman launched its 
benchmark commodity index and began 
selling swaps that tracked it to in 占 dtvition- 
a] investors. Two years later, Daiwa Secu¬ 
rities hired him to create an index based 
on the one he had dreamed up in Tulsa. 
CommoditiGs investing was catching on ， 
and Greer says a breakthrough came 
when the tech bubble burst in 2000. 
By 2002, when the Standard & Poor’s 
500-stock index plunged 25 percent, in¬ 
vestors were desperate for alternatives. 
That year, Pimeo hired Greer to start its 
Comniodity RealReturn Strategy Fund. 
The actively managed fund has returned 
more than 200 percent since its debut. 

While Greer was launching his fund, a 
natural resources consultant in Australia, 
Graham TuckwelJ, was developing the first 
commodity ETFs. Tuckwell had worked 


for Salomon Brothers, Credit Suisse First 
Boston，and Normandy Mining, Austra¬ 
lia's largest gold producer; by 2002 he was 
working with the Australian Gold Counci], 
looking for a way to encourage gold invest¬ 
ing. An acquaintance mentioned an odd¬ 
ball product ： wine securities. They were 
"funny little things," Tuckwell says, that 
allowed cases of a particular vintage to be 
traded on a stock exchange. He decided 
his fund would work the same way. In¬ 
stead of cases of wine, the shares would 
be backed by gold bars stored in a vault, 

Tuck well's innovation, rolled out in 

2003 and then called Gold Bullion Se¬ 
curities, soon became a hit, and in April 

2004 a contact at Royal Dutch Shell ap¬ 
proached him with a question ： Could he 
do for oi3 what he had done for gold? "An 
oil refinery takes an enormous amount of 
working capital because you have all this 
crude oil sitting there," Tuckwell says. He 
went to Shell and pitched a product that 
would help the company make money 
from the crude it keeps in storage. 

Backing the oil ETF shares with the 
physical commodity proved unwieldy. 
Gold was compact and easily stored in 
a vauh; oil was in depots, pipelines, and 
tankers all over the world. Instead, Tuck¬ 
well *s London firm，ETF Securities, en¬ 
tered into a swap agreement with Shell. 
Tuckwell used investors’ money to buy 
contracts from Shell，and Shell gave them 
the same return as crude oil，based on the 
price ol'Breni crude futures. Since the oil 
ETF started trading in London in 2005, 
Brent has risen 30 percent; the fund h 献 
dropped 27 percent. The risks arc clear¬ 
ly outlined in the prospectus, Tuckwell 
says, and anyone who doesn't under¬ 
stand the product first shouldn’t buy it. 

Banks used new academic research 
to pitch commodities 化 a safe way to di¬ 
versify. In one 2004 presentation, Heath¬ 
er Shemilt，then a managing director and 
now a partner at Goldman, c^led the strat¬ 
egy "the portfolio enhancer." That same 
year two professors, Gary B. Gorton of the 
Wharton School and EC. Geert Rouwen- 
horst of Yale University, publishud a paper, 
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funded in part by AJG, which argued that 
an investment in a broad commodity 
index would have brought about the same 
return as stocks from 1959 to 2004, and 
would often rise when stocks fail. Under 
the crystal chandeliers of San Francisco's 
Palace Hotel in June 2005, Rouwenhorst 
presented his findin 醉 to more than 100 
investinent pros ； Shemilt also appeared, 
alongside managers from Barclays and 
AIG. After tile talk, many in the audience 
had the same question ： How do I do this? 

Barclays, Goldman, AIG, and other 
firms had developed ways to help them 
do it-several types ofinvesnnents based 
on futures contracts, which had been 
used for almost 150 years to arrange the 
price and delivery of a given commodity 
at a specified place and date. These prod¬ 
ucts remained the province of wealthy 
investors. In 2004, however, Deutsche 
Bank’s Rich devised a commodity ETF 
that opened the door to retail investors 
when it launched two years later There 
was an obstacle ： The US. Commodity Fu¬ 
tures Trading Commksion，a regulatory 
board created in 1974 after a run 叩 in 
grain prices, required buyers of certain 
commodity investments to sign a state¬ 
ment saying they understood the risks. 
The banks argued that it would be impos¬ 
sible to collect so many thousands of sig¬ 


natures for a product designed to trade 
like a stock. In 2005, Deutsche Bank 
lawyer Greg Collett，who had worked at 
the CFTC from 1998 to 巧 99, helped per¬ 
suade the conimis^sion to waive the rule 
and let funds replace it with their pro- 
spectus，That would provide adequate 
warning，the CFTC concluded. ColJett 
says he believed the fund "democratized" 
commodity investing. 

Rich started atten 出 iig National Grain 
& Feed Assn, conferences to introduce 
ETF investors to the traditional players, 
such as farmers and silo operators. One 
conference featured a boat ride up the Il¬ 
linois River to visit a grain depot，giving 
Rich a chance to explain his new ETFs to 
old-school grain traders. "They were a bit 
suspidouLSp™ he says. 

These the Wall Street banks are 
more like those grain traders than you 
might think. They have equipped them- 
selves to take delivery of raw materials 
when they choose to, so they can wait 
for the commodity price to rise with¬ 
out having to roll contract、giving them 
another advantage over ETF investors, 
Goldman owns a global network of alu¬ 
minum warehouses，Morgan Stanley 
chartered more tankers than Chevron 
last year, according to shipbrokcr Poten 
& Partners. AndJPMorgan Chase hired a 


supertanker to store heating oi] off Malta 
last year, likely earning returns of better 
than 50 percent in six months，says oil 
economist Philip Verleger "Many, many 
firms did this,” he adds, explaining that 
ETF investors created this "profitable, 
risk-free arbitrage opportunity" when 
they plowed into commodities. Futures 
are bilateral; if someone’s buying ， some¬ 
one else is selling. "And the only way to 
attract sellers is to offer them a bigger 
profit，" Verleger says. "So, ironically, pas¬ 
sive investors have been sowing the seeds 
of their awn defeat" - and contributing to 
the contango that does in their funds. 

Even the former Deutsche Bank 
lawyer who helped open the floodgates 
now says something has gone wrong. 
"Like most things on Wall Street，they 
have been over-marketed,** Collett says. 
"The complications have been glossed 
over. I’m not sure the people marketing 
them even understand the complications, 
and that’s a shame."^ Collett left Deutsche 
in 2008 and is pursuin 呂 a career as a 
stand-up comic in New York. 

Poster Children 

If you're going to serve as de facto spokes¬ 
man for the commodity ETF industry, it 
probably helps to have played col¬ 
lege rugby, John Hyland is the chief 
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investment officer of U.S. Commodities 
Funds, the Alameda (Calif.) company that 
manages USO audits sister ftmd, US. Nat¬ 
ural Gas. Majoring in political science at 
the University of California at Berkeley in 
the late 1970s, Hyland played the rugby 
position called hooker, which requires 
toughness and 拉 ncy footwork to jerk the 
ball out of the scrum. "My wife calls me 
the human battering ram，" he says- For 
the past year he’s been trying to keep his 
funds out of a regulatory pileup. 

Hyland, 51， had never managed com¬ 
modities before he joined U.S. Commod¬ 
ities in 2005. He had been in the invest¬ 
ment business for 20 years—running 
portfolios and mutual funds-before he 
teamed up with US. Commodities CEO 
Nicholas Gerber, In 2006, as Gerber 
and Hyland were trying to win approv¬ 
al from the Securities St Exchange Com¬ 
mission for the U.S. Oil Fund，the fund's 
prospectus hit the desk of Dan McCabe ， 
then CEO of Bear Hunter Structured 
Products, which was to be the fund’s 
first market maker McCabe recalls im¬ 
mediately spotting how traders would 
pick USO apart. 

"Anybody who looked at it prior knew 
exactly what would happen/' McCabe 
says. "From a trading side—and I spent 
most of my life trading—1 would say, 
'Wow，what a great opportunity,’" 

After HylancTs oil and natural gas 
funds surged in 2008 and 2009, he found 
himself in the crosshairs of the Commodi¬ 
ties Futures Trading Commission, which 
was holding hearings on energy specu¬ 
lation In the wake of $147-a-barrel ciL 
CFTC Chairman Gary Gensler began Call- 


Natural Gas 

* □[ 巧 s n 日 11 非 tpf In the 抽 H 
of 3 虹 ring commodl ties, 
which would lower 且 dua returns. 



4/30/07 6/30/10 


ing for limits on the number of energy 
contracts a single trader can hold. As Hy¬ 
land's ETFs became poster children for 
the problem, Hyland became their most 
vocal advocate. At an ETF conference in 
Boca Raton, Fla., in January, he showed 
up with bottles of Merlot stamped with 
the company logo and the words "Cali¬ 
fornia Crude •巧 The chances of pre-rolling 
his funds, he maintains, are "historically 
a 50-50 crapshoot" -a view many traders 
reject. His funds track daily moves in fu¬ 
tures prices, he continues, because spot 
prices are impossible to capture unless 
you store fuel yourself. "1 don't think the 
products are flawed," he says, ''They do 
what they say they’re supposed to do." 

On Feb. 6, 2009-to cite one example- 
USO did what M 比 abe guessed it might. 
It gave traders an opportunity to profit 
at the expense of the fund's investors, 
McCabe says. With oi! prices near their 
lowest in more than four years, long¬ 
term investors like Wolf had flocked to 
the fund ； its monthly roll, taking place 
that day, had 押 own so large that it rep¬ 



resented financial contracts for nearly 78 
million barrels of oil, roughly four times 
the amount of oil the U.S. consumes In 
a single day. On Feb. 6, the price spread 
between expiring crude oil futures and 
those for the following month widened 
by $1.39 a barrel, or 30 p 灯 cent, to $5.98. 
The price jump was so extreme that the 
CFTC announced an investigation within 
weeks, saying it "takes seriously issues 
surrounding price movements in our na¬ 
tion's vital energy markets/’ 

In the midst of the price swing, accard- 
ing to an account released by the CFTC 
in April, a Morgan Stanley trader made a 
secret deal with a broker at UBS, acting 
on behalf of USO. Around noon, Morgan 
Stanley agreed to buy 33,110 of the fund's 
expiring March contracts and sell it April 
contracts, the CFTC said. The Morgan 
Stanley trader asked U 扫 S to keep the trade 
quiet—a violation of New York Mercantile 
Exchange (Nymex) rules-until after the 
2:30 p,m, dose of trading that day. 

The secret deal was breathtakingly 
large, equivalent to 12 percent of March 
futures on the Nymex. At the end of the 
day, USO and its investors lost because 
of the extreme contango ： They could 
afford fewer of the more expensive April 
futures than they had in March, Forcro 
says after analyzing Bloomberg data. 
Buying the same amount of oil would 
have cost $466 million more, he esti¬ 
mates. "You can either get screwed out 
of money or you can get screwed out 
of product," he says. "They had to pay 
more for effectively the same barrels." 

The CFTC told the oil fund it maybe 
held "vicariously liabie" for UBS"s ac- 









tions, according to a March filing with 
the SEC. Hyland says he knew nothing 
about the deal In April the CFTC ordered 
a $14 million civil fine for Morgan Stan¬ 
ley and $200,000 for UBS for failing to 
report the trade as required. The CFTC 
declined to explain how it arrived at the 
amaunbi or to disclose Morgan Stanley's 
profit, UBS declined comment* "Morgan 
Stanley fully cooperated with the CFTC 
and is pleased to have reached a reso¬ 
lution with our regulator," says compa¬ 
ny spokeswoman Jennifer Sala. "This 
matter concerned an isolated request by 
a former Morgan Stanley trader." 

Without knowing Morgan Stanley's 
trades, Hyland says, it's hard to deter¬ 
mine whether the bank’s actions harmed 
investors, "The best that you can do as 
the provider of^inv 阳 tment products is lay 
out, in as much detail as you think people 
can absorb, the hows, the whys，and the 
risks,，，he says. Page five of the fund’s 86- 
page prospectus includes this disclaim¬ 
er ： "The price relatiomhip between the 
near month contract to expire and the 
next month contract to expire … \viil vary 
and may impact both the total return over 
time... as well as the degree to which its 
total return tracks other crude oil price 


Hyland’s other main fund, U.S. Natural 
Gas (UNG), got so big last year that at its 
peak it owned the equivalent of 86 percent 
of the near-month natural gas contracts on 
the Nymex. As natural gas prices fell into 
the basement-traders call the notorious¬ 
ly volatile market "The Widowmaker"— 
UNG fell with them, and when gas prices 
rallied, UNG did not. The fund's growth 
raised concerns among regulators at the 
CFTC, which last year began debating po¬ 
sition limits; it wiJl revisit the issue this 
year* The fund grew so large it had to 
freeze its position and start buying over- 
the-counter derivatives—uiiregula 比 d con¬ 
tracts tied to gas prices-instead of futures. 
Hyland told the CFTC last year that it was 
"gibberish 。 to say UNG had any effect on 
natural gas prices. 

Mew Oversight? 

The financial reform bill President 
Barack Obama signed on July 21 in¬ 
cludes a few provisions that may help 
the CFTC address the commodity ETF 
mess. The new regulations enhance 
the CFTC，s ability to prosecute trading 
abuses, and set position limits on over- 
the-counter swaps, like those UNG has 
been buying. How much the new law 
will help remains to be seen, says Jill E. 


Sommers, one of the agency's five coiii- 
niissioners, because Congress still needs 
to appropriate funds and write guide¬ 
lines far implementation and enforce¬ 
ment. "We’ll need additional dollars to 
carry this out，" she says, adding that it’s 
too early to say whether the CFTC has 
the authority needed to crack down on 
pre-rolling. "We，re at the beginning of 
the rule-writing process, so it’s prema¬ 
ture to say whether additional authority 
is going to be needed " she says, 

By requiring the commission to 
impose caps on energy trading within 
a year, the rules may limit the size of 
some funds. It does nothing to directly 
address the market impact of the funds, 
says CFTC commissioner Bart Chilton. 
He likens ETF investors' supersized role 
to the one Toni Hanks played in the 1988 
film Big- 3 , little boy in a man's body. "The 
dynamics of the market have changed so 
dramatically over the last several years 
with this new influx of capital that is mas¬ 
sive in size and passive in strategy" Chil¬ 
ton says. "That has had an impact that 
wasn’t anticipated/" 

The CFTC’s explicit responsibility is 
to guard against commodity market dis¬ 
tortions, not to look out for ETF investors 
like Gordon Wolf* "We arc concerned 
about both," says Sommers. Adds Gensler ： 
"The CFTC is aggressively using its 
authority to police the markets for fraud ， 
manipulation, and other abases. Investors 
also should fully research any products 
before they buy " As Hyland likes to point 
out, the risks are described in each fund's 
prospectus. Now investors are learning 
what those words actually mean. © 


indices' total returns." 


Wall Street banks take delivery of raw materials, 
then wait for the commodity price to rise. Goldman 
owns a global network of aluminum warehouses. 


Morgan Stanley chartered more tankers than 
Chevron last year, according to Poten & Partners* 
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Not Consumer Reports. 
Over the past year the 74-year-o 时 
magazine has carved up Apple 
and made Toyota roll over. 
Pretty good fora lab in Yonkers. 

By Devin Leonard 


Photographs by Floto+Warner 
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Test subject: I Method: Pummel rnfant beds with a device 
B 址 y Crib I 占 mula 扫 ng a heavy child jumping up and down 



decades ago, when Consumer 
Reports started evaluating treadmills, it 
built a test machine it calJcd the Johnny 
WaJker. A drum-iike steel cylinder stud¬ 
ded with green rubber balls, the Johnny 
Walker spins above the rolling belts of 
its victims, pummeling them with blows 
meant to simulate the footsteps of a 170- 
Ib. runner. In the early days，after a few 
hours of insistent pounding，some tread¬ 
mills caught fire ， 

The fitness equipment industry has 
since figured out that it can’t incinerate 
its customers-and the Johnny Walker 
keeps racking up the miles, U recently 
beat one treadmill so badly that the ma¬ 
chine's motor fell out. The manufacturer 
suffered the consequences in the pages 
of the magazine, earning a rare yellow 
box with a check mark, which is even 
more dreaded than the more frequently 
seen black ‘‘blob" for poor performance 
in Consumer Reports' unique graphicaJ 
rating system. (Total approval, as long¬ 
time readers know, is a red blob complete¬ 
ly filJed in.) "We gave that one a 'don't buy ， 
rating,” says Rich Handel, one of the maga¬ 
zine's i07 professional testers. 

The Consumer Reports National Test¬ 
ing & Research Center is housed in what 
was once the headquarters of a mimeo¬ 
graph company in Yonkers, N.Y. It Is de¬ 
signed for the scientiiic torture and per¬ 
formance rating of almost anything that 
can be purchased. In the same room 
as the Johnny Walker is a machine that 
drops bike helmets on anvils to see how 
well they will protect the heads of cyclists. 


Down the hall, tester Nelda Adell oversees 
a Rube Goldberg-like con 杠 aption with a 
long, machine-driven arm that robotical¬ 
ly scrubs pots with steel wool. It's set to 
administer 500 scrubs, but Adcll says no 
pot has made it past 400 without a mark. 
"Some of them say they have a 20-year 
guarantee," she says. 

There’s something charmingly retro 
about Consumer Reports, which is pub¬ 
lished by Consumers Union, a nonprofit 
advocacy group with 640 employees. Ifs 
a no-frills, not-for-profit publication that 
prizes the credibility ofi 怯 ratings above 
all else. The magazine has never taken 
an advertisement, "The only people 
they have to answer to arc their cus¬ 
tomers, the readers，" says Samir Hasni ， 
a magazine consultant in Oxford, Miss. 
"They don’t have to think twice about 
saying any 邮 n 吕 —good or bad—about a 
product." You 11 never hear of Conswn- 
er Reports cutting a deal with Angelina 
Jolie for a cover shot. When the maga- 
zine needs models fora photo spread, it 
often grabs Its own employees and snaps 
photos of them under the hoods of cars 
or painting decks. 

In the past six months the 74-year- 
old magazine has challenged some of the 
world's most trusted consumer brands. 
In April, Toyota Motor recalled its 2010 
Lexus GX 460 SUV after the magazine 
put the car through test; at its automobile 
testing aperation in East Haddam, Conn., 
and branded it a "Don't Buy ： Safety Risk/* 
Testers discovered that if they drove the 
vehicles quickly around turns, the rear 
end spun so much that it was nearly side¬ 
ways before the electronic stability system 
kicked in. As 虹 r as Consumer Reports was 


Paul Reynolds, electronics editor, oversaw the magazine's [Phooe coverage 



concerned, that made the GX 460 a rail- 
over threat, (Toyota has since upgraded 
the SUV's software, and the magazine 
lifted its "Don’t Buy" recommendation 
after a retest.) %'omijmer Repotts brought 
it to our attention，and we fixed 化 ，" says 
Lexus spokesman Bill Kwong. 

Jn early July，Consumer Reports did 
something even more remarkable ： It 
paused the Apple juggernaut. Shortly 
after the June 24 release of its iPhone 4, 
Apple received complaints that the phone 
dropped calls when users touched the de¬ 
vice's lower left corner ‘ Apple shrugged 
off the problem. It said most mobile 
phones lose reception when they're 
gripped "in certain wa 批 ， The iPhone’s 
problems, it insisted, were exacerbated 
by a software glitch that made reception 
look worse than it actually was. 

That might have been the end of "Ajh 
teima-gate" except that on July 12, Co/i- 
mmerReports weighed in. The magazine 
lavished praise on the phone，saying it 
"has a sharper display and the best video 
camera we’ve ever seen in a phone," It 
also said that it had tested the device's 
new external antenna and found it Jack¬ 
ing. "Due to this problem/' it stated, "we 
can、recommend the iPhone,'" 

A flood of calls 

"Is 別 ) mc!thing happening today?" asks 
jiin Guest, chief executive of Consumers 
Union. ‘Tve heard a rumor …" 

On the day Apple held an elaborate 
press conference to respond to Comumer 
Reports, the magazine’s offices are hum¬ 
ming only a bit more than usual, Ken 
Weine, the organization's vice-president 
for communications, IS on edge - and 
with good reason. He would be flooded 
with calls after Jobs was finished speak¬ 
ing, Guest, a 69-year-old with the smooth 
charm of a college president! is serene. 
C(m 占 umer Reports ，coverage of Apple, he 
says, is just another example of how his 
organization remains true to its mission 
of making sure companies deliver what 
they promise. ‘‘From our perspective ，’， 
says Guest, "we test, and wc report good, 
bad, or indifferent. Wc are all about prod¬ 
ucts. If this product had been made by 
someone else，we would have done the 
same thing . 口 

In his press conference, jobs empha¬ 
sized that his company did its own exten¬ 
sive testing on the iPhone 4. He pointed 
out that Apple has invested 索 100 million 
to construct a state-of-the-art lab dev 如 - 
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ed to antenna design and testing, with 17 
performance Tneasurement chambers. 
(That’s more than three times larger than 
Consumer Reports' total product testing 
budget in 2009.) 別 ill，Jobs didn't take on 
the magazine- He offered disappointed 
users a free "bumper case" that would 
cover the trouble spot. "We were stunned 
and upset and embarrassed by the Con- 
sumef Repuns stuff that came out this 
week，。the Apple CEO said. 

''You had two essentially immovable 
objects - 化 e credibility of Consumer Re¬ 
ports and the credibility of Apple-run¬ 
ning directly at each other," says Matt 
Traub, a managing director at DKC，a 
New York crisis management special ， 
ist. "The question was whose credibility 
would run the other’s off the road. We got 
the answer last week," 


destroy, the system." Good Housekeep¬ 
ing went so far as to accuse Consumer Re¬ 
ports of extending the Depression. Rela¬ 
tions between the titles were not helped 
by the fact that Consumer Reports dis¬ 
missed Good Housekeepings Seal of Ap¬ 
proval as a "fraud-" 

Still, the magazine's subscriber base 
grew, and its content began to influence 
American consumer culture. In the early 
’50s the magazine created a smoking 
machine that collected the residue of a 
user’s inhalations in a flask. In 1953, it re¬ 
ported that smokers were exposed to as 
much nicotine when they puffed a filter¬ 
tipped cigarette as they were when they 


lit up an unfiltered Lucky Strike. The U.S. 
Surgeon General's advisory committee 
cited the magazine's research in its land- 
mark report warning of the dangers of 
smoking in 1964. Consumer Reports’ toy 
testing helped pave the way for the 1969 
Child Protection 及 Toy Safety Act, which 
passed a year after the magazine tested a 
group of elc 亡 trk toys and found a quarter 
of them hazardous- 

By the late ’90s, however, consumer 
appetites had moved beyond the utilitari¬ 
an to Lexuses and stainless steel six-bum- 
er "professional grade" Viking stoves. 
Consumer Reports didn’t test such aspi- 
rational purchases, and the magazine 
slipped into the red. In 2001 the organi¬ 
zation lost $9.4 million. "'I think we had 
gotten a little complacent" says Guest- 
"For a long time, we were the only game 
in town. Now there was all sorts of stu 斤 
out there on the Web." 

Guest，who has previously served as 
the nonprofit's chairman, became presi¬ 
dent that same year and made two im¬ 
portant decisions. The first was to get 
the magazine to lighten up a little. As 
the real e 孔 ate market took off，the mag¬ 
azine started covering such heretofore 
untouchable products as luxury SUVs ， 
wine, and high-end mobile devices like 
the iPhone. Since the onset of the reces¬ 
sion, Consumer Reports has also had fun 
putting less expensive infomercial-level 
fare in its pages, such as the Amish heater 


Comumcr Reports is still withholding 
its coveted blessing. The magazine called 
Apple’s fix "a good first step," but it has 
yet to recommend the new iPhone. 

irs hard not to wonder what the 
founders of Consumer Reports would 
have made of Antcnna-gate. Consumers 
Union was founded in 1936, right in the 
middle of the Depression，by idealists 
and scientists determined to dispel the 
hype used by corporate America to sell 
things. To do so, they started a magazine 
called Consumers Union Reports. They 
launched with so little money that, by ne¬ 
cessity, the first tests were on cheap stuff, 
like breakfast cereal and Alka-Seltzer. 

The founders" mission was consid¬ 
ered heretical at the time. Reader’s Digest 
branded them dangerous subversives for 
challenging the veracity of big business ， 
writing, "They arc out to discredit, if not 




























and the Snuggle. Testers were pleas¬ 
antly surprised by the heater, saying it 
did a "good job," but not to "expect any 
miracles/" They were less charmed by 
the Snuggle, which is sold in pairs for 
$19.99, noting，"When washed, it shed. 
Each time we laundered two Snuggies, 
we removed a sandwich bag's worth of 
lint from the dryer screen" 

Guest’s second decision was to 
expand testing to keep up with the tor¬ 
rent of new products hitting the market. 
Where it once might have weighed in on 
the television ar computer market in an 
annua] special issue, it now continual¬ 
ly tests laptops, cell phones, and flat- 
screen televisions, posting results on 
the Web as quickly as possible to help 
subscribers make buying decisions. Con¬ 
sumer Reports' online subscriptions have 
tripled in the past seven years, and the 
magazine’s future growth clearly lies on 
the Internet. It’s also where the maga¬ 
zine rushes to post announcements, 
such as its decision not to recommend 
the iPhone 4. 

Corisuw 州 Reports even went after 
younger readers in 2009 when h bought 
Consumeristxom from Nick Denton’s 


Gawker Media. Consumerist.com runs 
such posts as "An iTunes Thief Ran Up 
$200 on My Card, Customer Service 
Won’t Help" and "I PcTsevered Through 
Comcast’s Incompetence，Got a Nice 
Prize." U’s a far cry from the lab-jacket- 
clad, irony-free voice of the mother ship, 
but Consumer Reports thinks its impor¬ 
tant to have such a presence in the blog 
universe. "They have a strong voice and 
a passionate audience" says John Sateja, 
executive vice-president of Consumers 
Union. 

The magazine has been profitable 
since 2003, though there have been cul¬ 
tural clashes over its aggressive push 
into the online world. The magazine’s re¬ 
search group, which prides itself on the 
accuracy of its consumer surveys ， pro¬ 
tested when the magazine started posting 
readers’ opinions along with its scientif¬ 
ic ratings on the website. "The research¬ 
ers said, ‘We are scientists. Why are we 
doing that? It’s just people’s opinions，"’ 
says Jerry Steinbrink, vice-president for 
publishing at Consumers Union. 

Handwringing ensued when the maga¬ 
zine struck a deal with PriceGrabberxoni 
to add links to sites where users could 


buy product that Consumer Reports had 
rated. Some on the board feared the mag¬ 
azine was promoting shopping rather 
than smart decision-making and thrift. 
The shopping links arc stiH there，and 
so arc the user opinions. And neither of 
these additions has shaken the public's 
faith in the brand. 

Credibility is Consumer Reports' busi- 
ness—and business is booming. The mag¬ 
azine has 7 millian subscribers — nearly 
half of whom pay $26 a year for access 
to its website, CoiisumerReports.org. 
That’s almost three times as many paid 
digital subscribers as The Wall Street 
joufnai one of the few other publica¬ 
tions to get people to pay for its online 
content. 

Consumer Reports continues looking 
for new ways to help readers，no matter 
how annoying to big companies. Right 
now, they're working on an iPhone appli¬ 
cation that will let users scan bar codes 
and get the magazine's product ratings 
while they’re shopping. The magazine 
will need Apple's permission to offer it 
in the company’s app store. Consumer 
Reports doesn’t anticipate any problems 
with approval, © 













July 泌 一 August 1,2010 
Btoomberg Businessweek 



DeMoro, at a nurses’ union rally, 
rarely has trouble being heard 
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This past April, Rose Ann DeMoro - 
a former supermarket cashier from 
St, Louis—looked at billionaire California 
gubernatorial candidate Meg Whitman 
and had an idea. DeMoro found a 
Los Angeles drama teacher, dressed her 
in a crown and faux ermine, and sent 
her out to tail Whitman across the state. 

I Joined by tuxedoed bodyguards named 
"Goldman" and "Sachs" "Queen Meg" now 
spends her days taunting Whitman up close 
"The new corporate aristocracy, theyVe 
used to unilateral control，no democracy，" 
says DeMoro. "The script just wrote itself ?， 








DeMoro is pushing to expand the union's power at the pre¬ 
cise mament her top priorities-increased salaries and benefits 
and more legally mandated jobs for nurses in hospitals-face 
unprecedented obstacles. The health-care reform bill passed 
in March is expected to cut federal spending and increase rev¬ 
enue by $1.1 trillion over the next 10 years, with approximate¬ 
ly $300 biljion extracted by lowering Medicare and Medicaid 
payments to hospitals. "In health care, everyone's looking for 
offset effects, or what politicians call win-win/" says Jonathan 
Gruber, an economist at the Massachusetts Institute of Tech¬ 
nology. *is paying nurses more win-win? There's certainly no 
evidence." 

DeMoro argues that low pay and understalfing don’t bend 
the cost curve, they break iL Patients get sicker because of 
mistakes and inadequate monitoring, which lengthens hospi¬ 
tal stays and piLshes costs higher Under such stressful condi¬ 
tions, nurses are less likely to want to stay in the job, which 
adds to turnover costs. "Every day and every shift there are 
people who fall through the cracks，，’ DeMoro says. Her favored 
solution, modeled on a California law passed in 1999 and im- 
pkmented in 2004, is the estab!ishment of a fixed minimuiTi 
nor 沈 - 化 -patient ratio in hospitals nationwide. 

A study led by Linda H. Aiken of the University of Pennsyl¬ 
vania published in the April issue of the journal Health Services 
Research provides some ammunition for this view. Aiken found 
that matching California's nurse - patient ratios would have re¬ 
duced surgical deaths in hospitals in New Jersey and Pennsyl¬ 
vania by 13,9 percent and 10,6 percent ， respectively, (The Cal¬ 
ifornia ratios vary from 1 nurse to 2 patients in intensive-care 
units to 1 to 扫 in general medical surgical units.) The study also 
discovered higher nurse job satis 估 cdon when hospitals met 
the staffing levels set by California. Illinois, New York, and New 
jersey are all considering legislation similar to California's, and 
Senator Barbara Boxer 瓜 -Calif.) introduced a bill over a year 
ago that would make ratios a federal requireinent. 

If the health-care bill is a challenge to DeMoro’s goals for 
the NNUj the demographics of the industry present an unprec¬ 
edented chance to expand the union. The ranks of registered 
nurses will swell 22 percent in the 10 years to 2018, according 
to estimates by the Bureau of Labor Statistics, Union member¬ 
ship grew to 13.6 percent of health-care practitioncTS in 2009, 
from 12.9 percent in 2000, as the group, which includes doc¬ 
tors and nurses，grew to 7.1 million, from 5.3 million. "The 
heaith-care sector is definitely high on the list of areas of op- 
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DeMoro is expert at dishing out political pain with a flourish, 
a talent that has endeared her to her 86,000 constituents in 
the California Nurses Assn. Under DeMoro，s leadership, the 
union has recast itself from a special-interest trade group to 
a consumer and patient advocate that lobbies hard-and vol- 
ub!y - for universal health care and patients' rights. As mem¬ 
bership in organized labor has withered nationwide, reach¬ 
ing a record low of 7.2 percent in the private sector last year, 
GNA，s rolls have increased fivefold since DeMoro took over in 
1993, Jt now represents about a quarter of the state's working 
nurses. "Nurses are the last line of defense for patients," says 
DeMoro from a scat in her cactus-filled office at the union's 
Oakland headquarters. "This isn't about just bread-and-but¬ 
ter issues for registered nurses, this is about living in a good 
and a just society /， 

Having spent the past six years creatively torturing Califor¬ 
nia Governor Arnold Schwarzene 鷄 e 。 DeMoro, 61， would like 
to take her caiLse national* In December, CNA linked with United 
American Nurses and the Massachusetts Nurses A^ssn. to form 
the 155,000-member National Nurses United (NNU). DeMoro 
was named executive director, and she aims to turn NNU into 
a superunion of the nation’s 2.6 million registered nurses. That 
will take some doing. Many RNs already belong to other unions. 
But if NNU recruits across the country at the same rate that it has 
in California, it would have 650,000 members and the ability to 
strike hospitals on a national scale. 

DeMoro already looms large enough to her California op¬ 
ponents. The Whitman camp retaJiated for the "Queen Meg" 
routine with a website noting that "Boss Rose，” who isn’t a 
nurse, has a saJary of more than 菜 293,000, almost five tunes 
the median for nurses nationally. The site also accuses her 
of turning the union into "an arm of the California Demo¬ 
cratic Party，，aligned with Whitman's opponent, Jerry Brown, 
whom the union endorsed in March, To which DeMoro re¬ 
plies gleefully ： guilty as charged. "Everybody’s supposed to 
believe that in order to be a reasonable person you have to 
believe that we^re all in this together；' she says. "Tm an ad¬ 
vocate, I’m on a side." 

DeMoro grew up working-class. Her Italian father ran a 

pizza parJor, her Irish mother operated a beauty salon* One 
of six siblings, she and a brother were the first in her family 
to go to college. DeMoro met her husband in high school ， 
and after college at Southern Illinois University they moved 
to Galifomia in 1977, where DeMoro pursued a doctorate in 
sociology at the University of California at Santa Barbara. She 
was writing her dissertation on supermarket cashiers (titled 
"Checking Out Sexism") when she decided she’d rather or¬ 
ganize than teach. 

Her mission remains unabashedly grounded in women's em- 
powemient. More than 90 percent of CNA members are women, 
and a wall in DeMoro's office bears a sign saying "Well Behaved 
Women Rarely Make 出 st 前 y." "Nurses have been held down," 
DeMoro says, and part of her job has been to create a "culture 
of fcminisni" that helps them fight back. 
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portunity for unions," says Ken Jacobs, chair of the Center for 
Labor Research and Education at the University of California 
at Berkeley. Rising demand ‘'gives nurses leverage. I think we 
can expect them to be aggressive in organizing and bargaining 
and expect some success/' 

DeMom has cast Whitman as a natural adversary to the 
cause—and the former eBay CEO is the only subject that 
brings about a noticeable change in DeMoro’s usually cheer¬ 
ful demeanor. Whitman is running for governor on a plat- 
fomi of tax breaks for businesses，the elimination of 4 曰 ， 000 
sta 化 government jobs，and budget cuts of $15 billion that will 
be difficult to achieve without huge reductions in social pro¬ 
grams, induding health-carc spending. DeMorc contrasts 
Whitman’s campaign for governor-"coTiSLi]tant-run" and 
"o 庁 the shelf," she says—with what she describes as her own 
bottoni-up management style. Whitman spokesman Tucker 
Bounds points out that his candidate supports the ratio law 
in California，and on a website aimed specifically at nurses. 
Whitman promises £o plow savings from welfare reform into 
nursing education. 

That Whitman broke the corporate glass ceiling and says 
she supports the biggest plank in the CNA platform earns her 
no quarter from DeMoro. The union leader says she even pre¬ 
fers Schwarzenegger to Whitman—which means DcMoro either 
really dislikes Whitman or suffering from a remarkable case 
of political amnesia. In 2004, Schwarzenegger tried to sus¬ 
pend California's ratio law before it could take eff ect, arguing 
that it would cost hospitals too much money. CNA unleashed 
its trademark theatricality, putting the governor up for "auc¬ 
tion" on eBay，distributing Schwarzenegger masks for Hallow¬ 
een (stamped as "property of" major corporations), and pack¬ 
ing his public appearances as far afield as Boston with gangs 
of outraged nurses. CNA kept the heat on with more than 100 
protests in 12 months, helping force the governor to implement 
the ratio law. "When Arnold Schwarzenegger was elected, his 
shadow covered the state，" says Harvey Rosenfield, the found¬ 
er of the Los Angeles-based nonprofit Consumer Watchdog. 
"DeMoro took him on when everybody else was terrijied of 
him." Schwarzenegger spokesman Aaron McClcar declined to 
comment on DeMoro or the union, 

Rosenfield also credits DeMoro for helping universal 
health insurance bills pass the state legislature twice, only to 
be vetoed by Schwarzenegger "Health care should not be a 
commodity," she says. "There’s money there. They aftbrditin 
every other industrialized country. They can afford it in Cali¬ 
fornia and the nation -。 


When the California Nurses Assn, hired DeMoro away from 

the Teamsters in 1986, few nurses had retirement benefits or 
spoke to union representatives, CNA was mostly resume pad¬ 
ding for the nurses in hospital management positions who 
dominated the board, DeMoro says. She recalls an organizer 
receiving a letter of reprimand for using the word "strike." 

DeMoro quickly aligned herself with bedside nurses who 
wanted more say in the organization and more focus on work¬ 
ing conditions. California was a forerunner of the managed-care 
movement, which sought to cut casts and restructure hospitals, 
including cutting the number of nurses, DeMoro helped lead 
a campaign to replace the union's board with staff nurses and 
became executive director when staff nurses won control . 

Under DeMoro, the union threw itself into the broader 
fight lor patients’ rights in the face of consolidation in hospital 
chains and insurers. The NNU simply takes that fight nation¬ 
al, says DeMoro* In just eight months the group has already 
had an impact ； in Texas, which has a unionization rate of only 
5.1 percent, the NNU just concluded the state's first-ever union 
nurses’ contract, winning a 10,5 percent raise over three years 
from Cypres 占 Fairbanks Medical Center Hospital in Houston. 
DeMoro 占 ays the NNU 过 im 占 to add nurses throughout the South 
and in Catholic hospital ch 过 ins in the Midwest. 

NNU has also supported two strikes in the last few months - a 
l,500-membcr ， month-long action to protect benefits at Temple 
University Hospital in Philadelphia and a 12,000-meniber, one- 
day strike against 14 hospitals in Minnesota, The strikers got 
much of what they wanted in Pennsylvania, including contin¬ 
ued tuition remission for dependents at the university, Mimieso- 
ta nurses stymied changes to perLsion contributions but sc 杜 led 
for the employers' offer of a 3 percent salary increase over three 
years and achieved noth ing on minimum staffing ratios. 

A study CO-authored by MIT's Gmber and published by the 
National Bureau of Economic Research in March found that 
hospital deaths rose 19 percent during walkouts, ba 化 d on 
20 years of data from New York State. "I don’t think standing 
on a corner ycHing and screaming shows a patient advocate," 
says Sherwood Cox, a criticaJ-care nurse at California's Western 
Medical Center Santa Ana，who has helped defeat two CNA or¬ 
ganizing drives and started a website called 別 opunions.coiru 

DeMoro says she’s "completely comfortable"" using walk¬ 
outs to make a negotiating point, (Private hospitals get 10 days 
legal notice of work action, warning time that allows them to 
reschedule elective procedures.) She expects more strikes be- 
came ''employers are testing the nurses, they’re trying to get 
ahead of the nurses’ power" 

Getting ahead of that power is DeMoro’s job, and whi3e she’s 
had unprecedented success in uniting her constituents, !t re¬ 
mains to be seen whether she can go beyond inspiration and 
taunts to achieve the change she’s promised. Her attitude toward 
hospitals and insurers ("They think Vm radical, that basically 
it’s unreasonable that 1 think that the nurses should win every 
battle, but I do") doesn't .suggest a demeanor amenable to shift¬ 
ing from agitator to stateswoman. Which means DeMoro's oppo¬ 
nents should expect lots more pain in the years ahead. © 
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Getting Dirty in Dutch Country 

Despite the publishing industry，s woes, romance fiction is on the rise ， 
fueled by the succe% of some unusual subgenres* 及 j ； Spencer Morgan 

Illustration by Jon Stich 
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L egend has It that the first thing Guten¬ 
berg printed on his press was a beloved 
German poem. The second thing was 
an article on the death of publishing. 

It's an old joke-and still relevant. 
The Association of American Publish¬ 
ers reports that U.S. book sales dropped by L8 per¬ 
cent in 2009, after a decline of nearly 3 percent the 
previous year. Books appear to be suffering a slow 
and rather boring death. 

Except for one genre experiencing steady and un¬ 
usual growth. In 2009 romance novel sales contin¬ 
ued to defy Indus 杠 y trends, increasing to $1.4 billion, 
up $100 million, or 7.7 percent, from the previous 
year，according to SImba Inforniation's annual Busi¬ 
ness of Consumer Book Publishing report. Romance 
now accounts for 14 percent of all works of fiction 
sold. Some 75 million people read at least one ro¬ 
mance novel in 2009, and it's the top-performing 
category on the best seller lists compiled by 77ie/Vew 
York Times, USA Today, and industry trade Publish¬ 
ers Weekly. At the end of July about 2,000 rabid fans 
and aspiring authors will shell out more than $400 
to attend the Romance Writers of America's annual 
conference in Orlando. 

When you consider that everyone’s idea of ro¬ 
mance is different-and constantly evolving-these 
impressive numbers take on mind-blowing dimen¬ 
sions, To satisfy 肥 many !ust-fillcd imaginations as 
possible, the romance fiction mdastry has ripped the 
bodice from seemingly every niche group. Nascar 
and transgender-themed romances are finding their 
way to shelves already packed with Amish ， Menno- 
nite, quilting, knitting, paranormal, and military 
ijubgenres. '*Wc're going gaiigbusters!"" says Kather¬ 
ine Orr ， vice-president for public relations at Harle¬ 


quin Enterprises, the genre’s powerhouse publisher. 
Harleq 山 n had revenues of $485 million last year, a 
肝 gure Orr says is consistent with a strong upward 
trajectory over the last five years, 

"People want to buy a book that incorporates 
exactly what they care about," says Nancy Berlin, 
an agent who represents several knitting romance 
writers. Readers also want reasonably priced plea¬ 
sures, and publishers are delivering with inexpen¬ 
sive paperbacks. "In these tough times," says Berlin, 
"readers don’t want to waste those seven dollars ■打 

The most popular microtrends of the moment are 
Amish- and Mennonite-themed romances, which cov¬ 
ered the best-se]ler lists last 拉 H like a giant head scarf. 
What was considered a holiday season fad has persist- 
ed—and even narrowed. "I have noticed a new trend 
within the Mennonite genre toward Amana romanc¬ 
es " says author Cindy Woodsmall, whose books 
have appeared on The New York Times" mass-mar¬ 
ket fiction best-seller list, referring to an ultmcon- 
servative strain of Amish. WoodsmaH’s The Bridge of 
PeacCy about an Old Order Amish schoolteacher with 
a peculiar birthmark, is due out in August. 

Earlier this month publishing insiders buzzed 
with news that suspense romance writer Kelly Irvin 
was joining the field. Her forthcoming novel, tenta¬ 
tively called To Have and lo Hold, will tel! the story of 
a woman whose world is turned upside down when 
her parents die in a buggy accident-and a suitor re¬ 
turns to, according to an industry announcement, 
"test her Amish faith and her ability to forgive." The 
novel is the first in a two-book deal with Harvest 
House Publishers. Still, the queen of the genre is Bev¬ 
erly Lewis. The Telling, the final installment in her 
Seasons of Grace trilogy, made its debut in April and 
only recently dropped out of the top 20 on various 
best-seller lists. Lewis ， books, set in the Old Order 
Amish land，have sold some 12 million copies. 

Paranormal romance, which continues to enjoy 
a boost from Stephanie Meyer’s Twilight series ， re¬ 
mains a popular subgenre. Yet vampires, were¬ 
wolves, and shape-shifters now have competition 
from knitters, which are part of the "home crafting 
romance" sub 甚 enre-itself part of the "small town" 
subgenre. Insiders insist that knitting is distinct from 
another ascendant microgenre ： quiJtiiig. 

The industry would seem challenged to find 
greater mundanity (bridge games? Wheel of For¬ 
tune reruns?), yet that’s what the public is demand¬ 
ing. "More than ever，people are retreating to the 
home and simple pleasures of home life，" says ro¬ 
mance writer Debbie Macomber, who has sold 
about 75 million books, many centered on knitting, 
with titles such as The Shop on Blossom Street, Back 
on Blossom Street, Summer on Blossom Street^, and A 
Good Yarn. Mac 饼 nber recently returned from the 
Vancouver (B.C.) set of Call Me Mrs. Miracle, a Hall¬ 
mark film based on her work. {It’s a sequel to a Hall¬ 
mark hit, Debbie Mcicomber's Mrs. Miracle, which 
starred james Van Der Beek，formerly of Daw 占 o 扣 


fans at last year's Romance Writers of America 
convention in Washington, D.C. 
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of social networking；' says Pam Jaftee, the publicist 
in charge of Avon, HarperCollins' romance imprint. 
Maconiber boas 怯 an e-mail list of 1: 犯， 000, （By com- 
parison, Jaffee says, most successful authors have 
"between 3,000 and 9,000 friends'' on FacebooL) 
Bostwick^s fans have even formed an online quilting 
cJub. This 枯 11, readers from 13 different states will 
tour her fevorite places to quilt. 

Devoted tans of Robyn Garr—who hit the jackpot 
in the military romance niche with her Virgin River 
series -。 nd each other at the Jack's Bar chat room on 
her site* "There arc so many people out there who 
have a relative or a loved one who’s serving. Those 
people want to celebrate and honor these men and 
women. And they want military characters in the 
books they read/" says Carr, a former military wife 
whose son is serving in Iraq. 

The e-bond between authors and fans has had 
an undeniable impact. A recent blog post on Cindy- 
WoDdsiTiall.com alerted readers to a recession-frieiid- 
ly deal from the author's publisher ： Three books in her 
Sisters of the Quilt series - a hybrid of the Amish and 
quilting subgenres-would be available in one volume 
for $19.99. Woodsmall signed off with the word, denki 
That’s "thank you" in Pennsylvania Dutch. © 
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Creek.) Maconiber even has a successful line of com¬ 
panion hooks-Ktut Along with Debbie Ma 怎 omber— 
on the joys of the domestic arts ， 

Another home crafting romance writer, Marie 
Bostwick, topped The New York Times’ mass-market 
fiction list in June 2009 with her novel A Thread of 
Truth. After publishing scores ofbodice rippers, Lori 
Wilde's The True Love QuiltingClub tells of Trixie Lynn 
Parks who must, says the book’s publisher, choose be¬ 
tween fame and fortune 饰 "the one true love who has 
the power to mend her patchwork heart" 

Such substratilication might suggest, as one book 
agent stated privately, that readers have gone insane. 
However ， Harlequin's Orr sees the trends as befitting 
the times. Amid unc 灯 tamty, she says, readers want 
tight-knit communities they can return to with each 
new installment of a scries* "There is a tremendoiLS 
desire for community," she says. "Somehow in this 
world, where everyone Is constantly communicatings 
people have lost real friendships.^ 

Therein may lie the secret to the rise of the roman¬ 
tic subgenre. Twitter feeds, author blogs, and other 
forms of social media arc providing limitless oppor¬ 
tunities for virtual Ya-Ya Sisterhoods of like-mmded 
readers to develop. "These authors are all masters 
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It's hard to keep up with the rapidly multiplying subgenres ofbodice rippers. Here’s 
a guide to some of the latest categories in the $L4 billion industry that is romance fiction. 
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IElc. Hands On 


From 2000 to 
2008, the number 
of American 
home phones 
declined by more 
ihan 60 million 



The Home Phoneys Last Gasp 


The Web-based Qoma Telo 
is helping slow the exodus 
to wireless. ByArikHesseldahl 

A sk anyone under 30 for their home 
phone number and they may look 
at you funny. The landline business 
is ill permanent decline. After peak¬ 
ing at about 141 million in 2000, the 
number of US. home phones fell to 
78 million by the end of 2008, according to the Fed¬ 
eral Communications Gommission. While most of 
this erosion was the result of people going wireless, 
the FCC says some 19 million households replaced 
landlines with Internet phones. 

For the last month I’ve been testing the latest In- 
temet calling device, Ooma Telo, which offers people 
who might otherwise go all-wireless the security blan¬ 
ket of a landline-likc phone. Recently redesigned and 
vastly improved from its unimpressive first-genert 
tion product, the $2 日 0 Telo is essentially a small com¬ 
puter that, when connected to the Internet, works 
with your existing home phone. Fora one-time $40 
fee, you transfer your existing home number, enjoy 
great rates, and eliminate your old phone bill. Think 
Vonage without the monthly fees. 


Ooma Telo 
and Handset 


打 w device ( 給 50) and 
optimal handsel ($50) 
make calls over the Net 






Setup was straightforward, starting with creating 
an Ooma account online. Then I connec 比 d the device 
to my home router. After five mmutes, the Ooma 
was ready for use, I tried it with a Uniden cordless 
phone，a 1980s-vintage AT&T Trimline, and a wireless 
Ooma Telo Handset ($50). All sounded good ； only 
two times-throughout more than 20 phone calls - 
did jarring echoes create an interruption. 

Domestic calls arc free，with some exceptions ： 
No 900 numbers or phone chat services, and 
calls to 411 cost 99 年 each. There are also minimal 
taxes and fees—approximately $3.47 per month for 
most users. Subscribers also have the choice of up¬ 
grading to the Ooma Premier service for $9.99 a 
month or $119 a year. Unlike Vonage - whose plans 
range from $9.99 to $35 per month-Ooma’s pack¬ 
age is optional. 

The Premier package has features your rotary 
phone never dreamed of ： You can forward calls to 
your cell phone, and a Web-based voice-mail system 
lets you listen to your messages from any browser 
(or get voice mails by e-mail). International calls re¬ 
quire prepaying—calls to France run from 2 年 to 5 年 
a minute—and the Ooma works anywhere there's a 
fast Internet connection, including overseas, so you 
can take it on the road. Had the old phone compa¬ 
nies been this flexible，they might not be watching 
their business evaporate . 包 
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After years of covering up by 
the pool，a former Disney sales 
exec decided to get her feet wet 

F or many women of a certain age, 
wearing a bathing suit in public is 
an exercise in strategic camouflage. 
Such was the plight of Lynn Werner, 
who ran video-game and software 
sales for Walt Disney's West Coast 
region until 2001, when she left to take care of her 
infant sons. Werner dreaded lounging by the pool. 
"I was in Maui three years ago, grabbing a towel to 
cover my legs every time I got up，。she recalls. She 
went to buy a pair of baggy board shorts，but the 
female offerings were inappropriate for a woman 
in her 40s. "I kept thinking，” she says, 叩 ve got to 
try to fix this/" 

Back home in Marin County, Calif., Werner decid¬ 
ed to create her own line of board shorts，with mix- 
and-match bikini and tankini tops for more mature 
women. She took a course in fashion design at San 
Francisco's Apparel Arts and contracted a freelance 
design consultant. While Werner knew her experi¬ 
ence in sales could move the product，she admits "I 
didn’t know how to get it made." 

It took her almost a year to discover the right 
microfiber fabric in prints she liked, which she found 
at a trade show in the South of France. Soon after, 
her relationship with her pattern-maker fizzled ； six 
months later she moved production to a factory with 
better equipment, "Now I sec what kind of thread 
you need，the elastic, the lining/" she says. "Its crazy 
how much goes into each piece /， 

After three years in development, Lynnina Swim¬ 
wear was launched this June with more than 40 in¬ 
dividual pieccs-ranging from $49 to $69 - all made 
in Los Angeles. Werner’s sales skills have already 
paid off. A 托 er cold-calling from Werner, high-end 
chain Canyon Beachwear began stocking its shelves 
with her cougar-chic tankinis. 

While Lynnina isn^t profitable yet—Werner still 
underwrites the company's coste hcrsdf-busincss 
has been strong enough that she's contemplating 
taking out a line of credit. So far her only employ¬ 
ees are her twin sons, who help her package Lyn - 
nina's online orders. There are also other, subtler 
measures of success. "Now," she says, "I don’t sit 
by the side of the pool with a towel around me " © 
— Hel 幻 me Olen 



Lynnina's multkolor 
butterfly halter bikini 
top, $59 
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Alisha Kerlin 

Solitaire (Hott! fo Find 
Objects)^ 2010, oil on canvas 
(29 by 46 inches) 


Approx, gallery price ： 每、、 
串 19,500 


Alex Hubbard 

Troubadour, 2010, oil, 
resin, and fiberglass on 
canvas (96 by 70 inches) 
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New York's 
Next Big Things 


M 


An investor’s guide to the art world’s rising stars ， 
now showing at P.S. I’s Greater New York show 


here's nothing the art 
world loves more than 
the Next Big Thing. That's 
why the market's top 
dealers ， collectors, and 
tasteniakers are scour¬ 
ing the P-t 1 Contemporary Art Center’s 
Greater New York show this summer, 
hoping to find the next Elizabeth 
Peyton or Cecily Brown - two stars who 
made their names at the show in 2000. 

Held every five years, the exhibition 


runs through October at the Museum 
of Modern Art's Queens outpost. It’s 
known for casting a spotlight on rising 
New York area artists, and past partici¬ 
pants have benefited mightily from the 
exposure - as have discerning dealers 
and auction houses. When painter Lisa 
Yuskavage took part in the 2000 
show，her works sold for $40,000 to 
$60,000 ； seven years later, her portrait 
of a bosomy femme fatale fetched 
$1.4 million at Chr 邮 e，s in New York. 


This year's 68-artist roster is led by 
painter Tauba Auerbach, whose abstract 
canvases resembling folded fabric have 
caught the eyes of powerful dealers 
like David Zwirner and Larry Gagosian. 
"Her work sells before it is finished，" says 
art adviser Lowcl! Pettit. Her paintings 
arc priced from $16,000 to $40,000 ， 
and all her current warkii arc sold out, 
Their worth is sure to appreciate. 

The show’s other most promising 
talents, according to Christie’s postwar 
and contemporary art specialist Alex¬ 
andre Card, start with the Bruce High 
Quality Foundation, an artists" collective 
that contributed an elegant installation 
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Tauba Auerbach 

Untitled Fold Paintifig 
xix, 201 化 acrylic on 
canvas 口 O by 40 inches) 


Approx, gallery price: 
$5,000 $10,000 



Zak Prekop 

Incomplete 化.咖円口 
(RedX 2010^ oil on canvas 
口 8 by 24 inches) 


Tommy Elartung 

The 也仪 nf 0/ Man, 2009, 
video (color, sound), 
15:36 minutes 



of empty podiums. Another headliner 
]s Iranian-bom Tala Madani- Known for 
colorful, cartoonish paintings, Madani 
earned a Yale MFA in 2006 and has 
already been purchased by collectors 
such as Andrew Hall and French 
billionaire Francois Pinault. There's a 
waiting list for her paintings, currently 
priced at $10,000 to $60,000. 

Great things are expected of 
Brooklyn artist Alex Hubbard，whose 
labor-intensive resin paintings and 
video installations impressed tony art 
adviser Candace Worth. All but one 
of his pieces，priced from $8,000 to 
$25,000, have been sold. Video artist 


Tommy Hartung wds considered a 
lesser-known name coming into the 
fair, but he has attracted interest on 
account of The Ascent; of M 口 n，a video 
that blends stop-motion animation 
with film footage to show human 
evolution from ape to modernity. 

He is shown at On Stellar Rays, a small 
New York gallery that’s becoming 
a force itself—four of its seven artists 
were picked for this year’s show. 

The art world’s inner circle is also 
closely monitoring David Benjamin 
Sherry's color-saturated photographs, 
A,L. Steiner's graphically homoerotic 
photo collages, and Zak Prekop’s 


abstract canvases, which sell for $1,800 
to $3,600. "Prekop is a former art han¬ 
dler who is having a real moment,。says 
Pettit. Alisha Kerlin^s solitairc-imipired 
paintings are also stirring interest ； her 
still-available piece, priced at $4,500, is 
on hold fora buyer at the shoe-box-sized 
Y Gallery in New York's East Village. In a 
few years that might seem like a bargain: 
Collage artist Wangechi Mutu，s pieces 
sold fora few thousand bucks a pop 
when she took part in the 2005 show, 
and three years later one of her large 
ink-and-coilage works was purchased 
for $406,772 at an auction at Christie's 
in L 加 d 加 • © — Lindsay Po 巧 ock 
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Wealth 


Dealing with 
A Double-Dip 


John Hussman’s strategy for 
playing short-term deflation 
and long-term inflation 

T he most emphatic advice Tve been 
giving lately is for investors to careful¬ 
ly consider their investment time ho¬ 
rizon. One of the most difficult things 
I’ve observed over the last decade is 
investors very close to retirement- 
or in need of short-term funds for tuition expenses, 
down payments on homes, or medical needs-hav¬ 
ing their plans devastated by extremely deep market 
declines. If you have near - 化 mi financial obligations, 
you should not be in stocks now. 

This is because the economy, in my view, is 
headed for a double-dip recession. The consensus 
view is that the economy may slow but won 、 slip. 
That's largely based on the fact that double dips are 
rare. The rarity of an cvent-or the inability to imag¬ 
ine an event—is not evidence. That should be clear 
from the last couple of years. The consensus of econ¬ 
omists has never correctly anticipated a recession. 

We arc 100 percent hedged in our equity fund 
fHussman Strategic Growth] . We would never go net 
short, so this is as negative as our positioning can 阱 L 
Since we are worried about deflation in the short - 
term, our primary concern is revenue and profit- 
margin stabdity. We also like dividend yields, which 
can help reduce the volatility ofindividuaJ holdings- 
provided those dividends are well covered by stable 
earnings. There are companies in the pharmaceutical 
and consumer staples sectors that have a long history 
of such stability, even in the face of economic dowii- 
tunis. [As of Mar. 31, Hussman’s eq 山 ty fund owned 
Colgate-Palmolive and Walgreen, which yield 2,5 per¬ 
cent and 2,4 percent, respectively,] 

In our Strategic Total Return fund we've become 
increasingly wary of long-term Treasury bonds. 
Now we，re mainly in cash ， short- and intermedi- 
a 巧 - 化 rm Treasuries, and stable currencies such as 
the Swiss franc. During periods of credit crises and 
economic weakness, investors have an almost insa¬ 
tiable appetite for de 位 ult-free securities. The gov¬ 
ernment is able to issue an enormous quantity of 
debt without inflationary consequences because 
individuals are willing to hold it. Over the longer 
term, though, as the demand for default-free securi¬ 
ties subsides，you invariably observe very high and 
rapid inflation. The government Is now currently 


Invest in 




G ROWTH niisstnan Strategic Growth has topped 

OF $1(),()00 its long-short fund category average 



■ nu 说饥 an Strategic Growth $25,000 

- Longi^hon 山 nd category average 


S15,000 
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We are 
holding 
Treasuries, 
but as yields 


fali we'll 
shift into 



protected 


bonds 


risking a second great inflation similar to what we 
observed in the 1970s. 

We are hoi 迅 ng Treasuries, however as yields fa ]!， 
we'll shift into inflation-protected bonds. As deflation 
concerns grow, we are likely to see treasury yields 
drop fas more people buy Treasuries], We are also apt 
to see a fairly strong liquidation ofinflation-protected 
bonds as well as commodities. M the economy weak¬ 
ens, commodities tend to 位 11， with a Jag. Although 
some investors think of gold as a currency substitute, 
its c 扫 irdation with other commodities runs pretty 
strongly in a. downturn, [n our TotaJ Return fluid we 
have clipped our predous metaJs positions. O 
——As told to Lewis Smh 口讯 


The Stats ； John IJussman is Jbimder of Tiussinan Funds, 3 porLfoliti 
management company focused on investing for the long term while 
managing downside risk ‘ The firm manages 組 J billion > Since its July 
2000 inception, the Hussmaii Slralegic Growth Fund has delivered an 
8.3 percent annuaUzed return vs. -1,4 percent for 山 e S&P 500. 
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Etc. One True Thing 

The Summer 
Cocktail 


Talking shop at the local watering 
hole? Do better than beer 

The Want: The go-to order when the boss or a 
client wants to discuss something after hours. Must 
be sophisticated and seasonally appropriate. Even 
better if there’s a backstory. 

The Get: Try an Aviation, a pre-prohibition standby 
horn in 1916. The tipple regained popularity in the 
1930s, during the glamorous days of air travel The 
drink is a mix of gin，lemon juice, and maraschino 
liqueur, which is-inerciftilly-clear, not cherry red. 
You1i get a nutty, slightly sweet drink (served up, 
of course) that keeps you refreshed while you’re 
sweating in your suit. 0 ——Kurt: SoHer 


OF ALL THEGIW JOINTS IN ALL THE WORLD … 

Pour 。/the world "!； best 口邮 o" bars; 



One Flew South 


Hartsfidd- 柏 ckson Airport^ 

口 f 灯 ; This code Lai I spot 
(above) in Americas busiest air- 
[wrL is inspired by the prohibi- 
lion-deJ ylng flights or the 192 化 ‘ 


Piquilln 


沁 hn F ‘ Kennedy Airport, New 
York ： In Termin^il 5, far from 
the rest of frenzied JFK, it serves 
邱 as, cava cocktails, and 
white sangria with Cointreau. 


Bubbles Seafood 
& Wine Bar 

Schiphol Antstei dam ： 

Pair champagne with oysters, 
smoked salmon, or herring 
auhis sleek，modem bar. 

Frescobaldi Wine Bars 

Leon 口 nJo da Wnd Airport, 
Rome ： One of the first enotecas 
to set up at the termmaJ, featur¬ 
ing cured meats, cheeses, and 
自 o Ualian wines by the glass. 


Famous for great 
Av 相日 ons, the bar at 
London’s Savoy 
will reopen in October 
jo!lowing the hotel's 
more lhan $150 饥如 i 
re"ov 旦化口 




The Aviation 

2 ounces gin 
枯 ounce freshly 
squeezed '价 no 口 juice 
ounce 

maraschino tiqueur 


Shake well with ice, 
then strain into 旦 
chilled martini glass 



n 
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脈 .The Stack 


There are many 
ways to enjoy 
the Web' 自 bounty 
withouLiuming 
the rncdmin into 



The Sermon 
On the Monitor 



Will Clay Shirky，s Web evangelism 
alienate the browsing nia%es? 

By Paul M. Barrett 

nternet missionaries can be terribly annoy¬ 
ing. Part of the reason — especially to the 
print dinosaurs among us - is that they're so 
correct. Broken old media businesses will 
change or die. Younger audiences will not 
.just read or watch ； they must tweet, blog, 
and update their status, preferably all at once. More 
broadly, digi 枯 1 networks are reshaping culture, eco¬ 
nomics, and politics. That’s beyond debate. Like 
most zealots, however, the Web evangelists often 
seem self-righteous and oblivious to ambiguity. This 
trait threatens to limit their appeal even to the al¬ 
ready converted. 

In his first book, Here Comes Emybody: ThePower 
of Organizing Without Organizations, Clay Shirky ex¬ 
plained how wikis and flash mobs altered social rela¬ 
tions. His new work ， Cognitive Surplus^ Creativity and 
Generosity in a Connected Age^ extends the upbeat 
argument. By "cognitive surplus，" Shirky means po¬ 


Cognitive Surplus; 
Creativity and 
Generosity in 
a Connected Age 

BvCiavShhicv 
THE PENGUIN PRESS， 
242pp，S2 日 -9 日 


COGNITIVE 

SURPLUS 

y nrtHi Wi 崎沉， 

CUY 

shirky 


tential free time. Right now we're wasting gobs of it 
on embarrassingly bad television, he writes, and we 
could do an awful lot of good if we devoted even a 
few hours apiece to, say, online civic groups. Shirky 
takes as an example Grobanites for Charity, a far- 
flung bunch of young women that raises money to 
help humanity via a website named for their favorite 
shaggy-chic pop-opera star, Josh Groban. Even if you 
don’t share the Grobanites* taste in music, it’s a cool 
little story about the Internet at its best. 

What distinguishes Cognitive Surplus from the 
recent wave of digital-cheerieading books is its abil¬ 
ity to show how the medium is well-suited to serv¬ 
ing social causes. Shirky，who teaches in the Inter¬ 
active Telecommunications Program at New York 
University, tells crisp, memorable parables. As with 
most parables, his are populated by two-dimen¬ 
sional characters meant to impart simple lessons. 
Shades of gray are largely absent. We meet plucky 
teenagers in South Korea who organize online to 
protest against American beef imports in the wake 
of mad cow disease. In Kenya a courageous politi¬ 
cal blogger starts a website that aggregates citizen 
reports of outbreaks of ethnic violence. Intrepid va¬ 
cationers dick on CouchSurfing.org to find volun- 
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teer hosts, while PickupPal.com matches carpool- 
ers more efliciently than was possible by phone. 
The anecdotes lift the spirit, even fora reader who 
wouldn't dream of traveling across Europe based 
on digital reservations for crashing on the couches 
of complete strangers. 

By die middle of this slim volume, however^ one 
notices a certain sameness in the creativity and 
generosity Shirky heralds. Everyone online seems 
inoffensive and vaguely progressive. From this sam¬ 
pling, Shirky draws odd generalizations. "Because the 
social tools we now have can shape public speech and 
civic action," he writes, "people who design and use 
them have joined the experimental wing of political 
philosophy." When did carpooling, admirable as it 
may be, become a branch of political philosophy? 

A lot of people who design and use newfangled 
social tools are pretty conventional in their think- 
ing-and their opinions don't all point in one direc¬ 
tion. Pro-gun, anti-gun. Pro-choice, anti-abortion. 
Balance the budget, stimulate the economy ‘ They’re 
ail out there online, soliciting contributions, hyper- 
linking, selling ads, and arguing their briefs, [t often 
seems more like a wearisome cognitive overload 
than an invigorating cognitive surplus ‘ 

The Internet, through its very nature, ampli¬ 
fies all ideas, good and bad. It’s just as useful to al 
Qaeda and child-porn merchants as it is to hcalthy- 
beef activists. It’s a mixed bag, not an unmitigat¬ 
ed blessing. While the Web may empower people 
to do good in previously unimaginable ways, one 
can still appreciate new forms of networked mu¬ 
nificence without turning digital communicadoii 
into Tciigioru 

Shirky acknowledges that a lot of people distract 
them 沈 Ives with silly cat-photo sites-ICanHasChcez- 
burger.com and the like-buthe suggests misleading¬ 
ly that that’s as low as the online world goes’ He also 
gives short shrift to the Internet as mundane conve 
如 ence，Fora lot of us, the ease of ordering books or 
Chinese food online plays just as large a role in the 
digital revolution as making charitable contributiom 
by click rather than snail mail. 

Shirky coniniiLs other distortions, too. Televi¬ 
sion, in his rendering, is all Gilligan's Island and 
The Partridge Family. Agreed ： Most TV programs 
area waste of time, and the world might be a better 
place if more people eschewed Jersey Share for 
Grobanites for Charity. Still, some of us occasion - 
aWy want to escape into a good story or spend time 
in the company of a diverting ensemble of neurot¬ 
ics. What's wrong with that? So far，the Internet 
doesn't generate much original entertainment of 
any heft - at least none that Shirky notes. He ought 
to check out The Daily Show^ American Masters^ 


Webs 
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The Internet offers nearly limitless potential for our cognitive surplus, or 
free timt Here are some sites that author Clay Shirky sugges 怯 are worth 
a diversionary visit-or arc at least better than watehing'/m 邱 Shore. 
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Fans of pop singer Josh 
Grobaa raise money Jbr 
underhinded charities 


Grobatt j tesfo rchar it> .org 




Admirers oi DBSK used the 
Korean boy band’s site 也 pro- 
lesL imports oJ American bed 


dbs kexcl usive .net 
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Lenders who want to linance 
L,ntrep 化円 eurs across the 
globe 山 fighi poverty 

■ - > .. I i I I . 

Kiva-o 巧 

打 uzens inicrested in pmmoL- 
ing a green UresLyle, in addilion 
loh 山 nan righis 扣 in 祀 ms 


CareS'com 
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African acdvisis who track 
poliLitial violence in Keny 旦， 
Congo, and elsewhere 


UshiiliidLcom 
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NGO activists and supporters 
looking to team up with 
like-minded neighbors 

NetSquared-org 



Residents offering a night’s 
stay to complete strangers, 
induding intrepid travelers 
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CouchSurfing-o 巧 
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PhilaDthropy minded 
individuals looking Lo help 
siudenis in need 

Dono HiChoos t o 巧 
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Commuiiws dedka 化 d 

LO the improvemejiLorthe 
carpooling sysLcm 

PicloipPaLcom 


n 


A p 似 j 此 L of Action WiLho 叫 
Borders LhaL connects 
volunteers with o 巧 an;za"ons 
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idealist.org 


The Internet 
amplifies^ 

ideas , 併 
^dbad^lt^ 

asusefiilto 
al Qaeda and 
child-porn 
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Curb 阳。广 Enthusiasm^ or 30 RocL He might even 
benefit from a hearty laugh or two. Same story on 
public affairs ： There is nothing online to rival 60 
Minutes or many of the documentaries on HBO. 
In fact, we might be better o 庁 as a society if more 
people watched these programs. 

Like many of the high-tech faithful, Shirky dis¬ 
plays a casua] disdain for print. Publishing* he notes, 
was 饥 ICC something only publishers could do. "Pub- 
lishjng had to be taken serioiLsly when its cost and 
effort made people take it seriously" he writes, "An 
activity that once seemed inherently valuable turned 
out to be only accidentally valuable/" 

This short review isn’t the place for a full-dress 
defense of newspapers, magazines，and books. Suf¬ 
fice it to say, there are sti ll many millions of readers 
who derive value from those products, even if the 
profit-and-loss formulas are shifting. Shirky doesn’t 
explain how the do-it-yourself chaos of the Internet 
will produce a melancholy Richard Ford nove 】 or 
Michael Lewis’ next dissection of American busi- 
ness—or、for that matter, Clay Shirky’s next book- 
length sermon on the Internet . 包 
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• Hard Choices 


Larry King 

"At 6 a.m.，I get a phone call 
from Ted Turner •…‘I hear you 
want to leave ； Ted says to me. 
‘Say it to my 拉 ce’" 



As Larry King Live nears its end the show’s 
iconic host remembers how he nearly 
walked away from CNN decades ago 



I t was 1989, and 【 had been doing Larry King 
Live for about four yeans. My contract with 
CNN was up, and I had three months to look 
around. My agent, the late Bob got a 

lot of substantial offers for me to consider. 
Fox wanted me. ABC said they wanted 
to put me on behind Ted KoppeL The King broth¬ 
ers [of King World ProductitinsJ wanted tu give me 
a deal similar to the one they had given Oprah. The 
show would be syndicated and T would get 9 per¬ 
cent of the profits. 

f was making $800,000 at the time and the deals 
would have paid me $1.5 million. It should have 
been a no-brainen I decided to take one of them, 
and I told Bob to get it done. It was a good time to 
估 ke the chance. My show was doing well, and it 
was a lot of money, 

【 remember getting picked up that night at LAX. 
I was dating Angie Dickinson at the time, and we 
were going to dinner at the Beverly Hills Hotel. The 
next morning, at 6 a.m., T get a phone call from Ted 
Turner in New Yt)rk, He's got Bob Wuolt in hisi office 
and they’re on speakerphont 

"I hear you want to leave," Ted says to me. "Say 
it to my face.” I hear Bob behind him saying ， "That’s 
unethical." But Ted 站供 （'Screw the ethics. Tell me 
goodbye to my 枯 ce ‘" 

That's when I remembertfd discussing it with 
Angie the night befbre. She had asked me, "Are you 
unhappy, is that why you’re leaving?" I wasn’t. She 
said, "If you take all that money, the moment you’re 
unhappy you’re going to say to yourself,【Why the 
heck did I make the change?’" 

She was right. 【 told Ted I was going to stay, 
Our show started to take (化 and pretty soon \ was 
making a lot more muney. It turned out to be the 
right decision. Sometimes you don’t need to make 
a change to succeed. Sometimes success is right in 
front of you. 

Later on, I was at The Palm restaurant in Wash¬ 
ington. Michael King was sitting across the room 
from me. He stands up and shouts, "I made you big 
money!" © — As told to Ronald Grover 














In an investment climate like this it's good to be nimble ‘ 
With Scottrade Mobile, you can monitor your account, 
stay informed and react to changes in the market — even 
when you're on the go. Try it now at m.scottrade.com. 

* On line market and limit stock trades are just $7 fior stocks priced $l and above. Member FINRA/SIPC 
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Smarter business for a Smarter Planet: 


What if foresight were 20/20? 


Today, CFOs are under more pressure than ever before to use information to fuel better business decisions. 
But is the information at their fingertips actually helping them do that? Many companies find themselves 
accessing information through management processes that can be slow, disconnected，error prone or all 
of the above. IBM Cognos@ solutions give your finance team information they can trust, when and how 
they need It* Allowing them to use analytics to anticipate performance gaps、prioritize resources, gain insight 
into profit and growth—and make better decisions, faster. Companies have already used IBM Cognos 
solutions to reduce financial planning cycles by 77% and reporting cycles from days to minutes ， 


A smarter business needs smarter software, systems and services. 
Let's build a smarter planet ， ibm.com/cognoscfo 
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